


Alexandrias Baa2 issuer rating ieflects

the REITs high-quality nationally

diversified porifolo oflife science assets

clustered around such key life science

markets as Boston San Francisco San

Diego and Washington among
others Alexandna benefits fiom diveise

and highly rated tenant profile with

multinational pharmaceutical biotech

and umversity tenants largely insensitive

to the business cycle as seen during the

most recent iecession

MODY JUiYI3 O1

Our iatmg on Alexandria iellects the

companys satisfactory business iisk

piofile evidenced by the portfolios well

located assets in key life science maikets

which have exhibited stability and positive

saniestoie peiformance through the

recent downtuin strong tenant rostei

and favoiable lease ternis that should

suppol role cash flow stability

STAffAf POOR SfJULYO 2O1





To Fellow Alexandria Real Estate

EquitiesInc Stakeholders

IT IS WITH GREAT PRIDE AND APPRECIATION thatlreflectonthe

important achievements of the Alexandria team in 2011 From global

macroeconomic perspective 2011 was an incredibly difficult year Despite

steady improvement in the business climate political dysfunction undermined

business and investor confidence In the United States this manifested itself

with the federal debt ceiling debate and the historic downgrade of the United

States government credit rating Abroad significant concerns about the

viability of the Eurozone followed from credit issues in Greece Portugal

Spain and Italy Even in Asia robust growing economies faced the prospect

of hard landing

Despite this challenging backdrop the Alexandria team demonstrated an

unwavering commitment toward improving our credit profile simplifying our

thesis and continuing to deliver world-class products and services to our high-

credit client tenants in the broad diverse and impactful life science industry

In July 2011 our teams critical efforts culminated in one of the most

important moments in Alexandrias history the receipt of investment grade

ratings from two major rating agencies Moodys and Standard Poors We

believe the ratings reflect Alexandrias leadership of our life science real estate

niche which we created the strength of our credit profile and business the

size and quality of our real estate holdings our consistent operating and

leasing performance our unmatched life science and real estate experience

and expertise the importance of our key cluster locations stable net operating

income from our high-credit client tenants and our continuing focus on

maintaining conservative balance sheet

We were also very pleased to report 2011 as the highest leasing year in the

history of the Company We leased more than 1.1 million square feet in the

fourth quarter alone and approximately 3.4 million square feet during the

year including almost million square feet related to our development and

redevelopment projects This record performance affirms our leading franchise

in the life science industry

We continue to manage Alexandria in an integrated manner with focus

on creating value for long-term investors Since our initial public offering in

May 1997 to December 31 2011 Alexandria has generated total return of

527% assuming reinvestment of all dividends We are proud of this outstanding

accomplishment achieved during challenging and varying business cycles

Our primary objective continues to be consistent focus on the long-term

ownership of high-quality assets and cost-effective sustainable operations

in the top life science cluster locations adjacent to world-class academic

and medical institutions that drive innovation Our cluster locations are

characterized by high barriers to entry and exit as well as limited supply of
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available space Our strategy also includes drawing upon our deep and broad

life science and real estate relationships in order to capture and retain leading

life science client tenants and value-added real estate opportunities Most

importantly our locations foster collaboration and accelerate the translation of

discoveries into medical breakthroughs that benefit humankind and relieve the

economic burden of disease on society

Investment Grade Credit Profile

Beginning in 2010 we took diligent steps to achieve our investment grade

ratings Keys to this accomplishment included the delivery of operating

cash flows from select development and redevelopment projects the sales

of non-income-producing land parcels in Mission Bay San Francisco

the deleveraging of our balance sheet and the substantial reduction and

refinancing of debt maturing in 2012

Controlling the best land parcels for future ground-up development

particularly for the life science industry in which proximity to centers of

innovation is paramount determinant for success is crucial However

one of the lessons learned from the Great Recession was that having

substantial amount of capital committed to non-income-producing assets

can weigh heavily on companys performance Thus we have been intently

focused on reducing the non-income-producing component of our gross

investment in real estate Monetization of these assets can take two forms One

is the delivery of operating cash flows from development and redevelopment

projects The other is the sale of non-income-producing assets

For the former our single most significant achievement was the successful

completion and delivery of the Alexandria Center for Life Science New York

City in September 2010 Not only is this flagship asset for Alexandria but this

project also represented material amount of operating cash flows for 2011

With respect to the sale of non-income-producing assets the standout

achievement was the sales of land parcels to salesforce.com inc in Mission

Bay San Francisco for approximately $278 million at significant gain of

approximately $59.4 million These sales were an important step toward

strengthening our credit profile through the reduction of outstanding debt and

improvement of fixed charges

Another step we undertook to achieve our investment grade rating was

the deleveraging of our balance sheet which included raising equity capital

In September 2010 and May 2011 we completed common stock offerings

aggregating $794 million in net proceeds This capital was primarily used to

fund unique and strategic investments in San Diego and Mission Bay San

Francisco Proceeds were also used for our development and redevelopment

investments which will contribute meaningful net operating income in

2012 and thereafter Although admittedly the incremental dilution was not

something we would have wanted for our shareholders the dual benefits of

investing in strategic projects as well as lowering our leverage proved to be

compelling Without these crucial steps our access to the investment grade
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unsecured bond market which most would agree provides us with very

attractive source and cost of capital might not have been achievable

Refinancing significant portion of our outstanding debt maturing in 2012

was our last major step prior to engaging in discussions with two major rating

agencies In the second quarter of 2011 we closed $750 million unsecured

bank term loan which provided capital to extend significant portion of our

near-term debt maturities

The culmination of these steps was the achievement of our investment

grade ratings in July 2011

This important milestone unfortunately was followed by significant

volatility in the capital markets due to the debt ceiling impasse in the

United States and the Eurozone financial crisis In the interim we utilized

our outstanding relationships with financial institutions and executed an

additional $600 million unsecured bank term loan very attractive aspect of

these unsecured bank term loans is that they may be prepaid prior to maturity

without prepayment penalty This feature combined with final maturity

dates on our $750 million and $600 million unsecured bank term loans in

2016 and 2017 respectively provides us with significant liquidity and flexibility

to transition unsecured bank debt to long-term fixed rate unsecured notes

over the coming years

Looking forward we intend to transition outstanding debt on our balance

sheet from medium-term unsecured bank debt to long-term fixed rate unsecured

notes To manage our interest rate risk we utilize interest rate swaps which

we intend to replace over time with long-term fixed rate unsecured notes

The final two key initiatives for our balance sheet strategy are recycling

non-core suburban assets to high-value central business district urban assets

and lowering non-income-producing assets as percentage of gross real estate

to approximately 15% We expect to achieve these two objectives in the coming

years with asset sales and the delivery of development and redevelopment

projects including existing projects that are already substantially leased

After year end the unsecured bond market improved We acted We are

incredibly pleased to share that we executed our debut bond offering in

February 2012 The demand was very strong which allowed us to issue

10-year unsecured notes aggregating $550 million with coupon of 4.6%

This is gratifying consummation of the Alexandria teams diligent efforts

It allows our Company to access another important source of capital to fund

our investment in world-class real estate

CaJuu /1 1OCttiOfl 1111 Ext llLI Grotvt Ii

In allocating capital to our external growth platform our goal is to make

strategic investments in value-added development and redevelopment

projects The onboarding of operating cash flows from these investments

coupled with reducing non-income-producing assets as percentage of our

total gross real estate is also continuation of the desire to improve our

balance sheet
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key component of our long-term business model is select ground-up

development and redevelopment projects In tough macroeconomic

climate we are very fortunate that the demand in our submarkets remains

robust and that we are valued as the expert in ground-up developments

and redevelopments for the life science industry

Our development and redevelopment strategy is primarily to pursue

selective projects with significant pre-leasing where we expect to achieve

appropriate investment returns and generally match-fund the capital

required As of December31 2011 we had six projects undergoing ground-up

development approximating 820000 rentable square feet of life science

space for high-credit client tenants such as Biogen Idec Inc and Illumina Inc

With respect to redevelopment projects as of December31 2011 we had

11 projects aggregating approximately 920000 rentable square feet undergoing

active redevelopment including projects for an affiliate of Novartis AG

an affiliate of Massachusetts General Hospital and Celgene Corporation

We continue to be very prudent with decisions to add new projects to our

ground-up developments and redevelopments likely requiring significant

pre-leasing from high-quality creditworthy entities and specific sources

of capital

In addition we expect to continue to be highly selective and prudent with

respect to acquisition opportunities in 2012 Due to the current low interest

rate environment and the competitive interest in quality real estate we expect

demand for acquisition opportunities to be strong and for this demand to put

upward pressure on pricing

Our external growth strategy is focused on the quality of the submarket

locations improvements tenancy and overall return The best assets in the

best cluster locations provide the best upside potential and the most downside

risk mitigation Therefore we will continue to focus on owning and operating

locations that will provide strong cash flows stability and attractive returns as

we work to deliver the highest long-term value to our stockholders

IltiflI

Alexandria had record year in 2011 We executed leases for approximately

3.4 millionrentable square feet the highest number of rentable square feet

leased in one year in the history of our Company Of this total nearly million

rentable square feet was related to our development or redevelopment programs

Rental rates for lease renewals were approximately 4.2% higher on GAAP basis

than rental rates for the respective expiring leases Our core portfolio remained

well-leased at 94.9% at year end which is roughly in line with our track record

as publicly traded company since 1997 with an average of 95.2%

As of December 3L 2011 approximately 95% of our leases by rentable

square feet were triple net leases Additionally approximately 92% of our

leases by rentable square feet allowed for the recapture of certain capital

expenditures Approximately 94% of our leases by rentable square feet

contained annual rent escalations
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We are proud of the strength and durability of our core operations as

demonstrated by our same property net operating income performance high

and stable occupancy and continuing improvement of operating cash flows

from leasing activity

Life Science Industry 1k-ends and Our High-Credit Client Tenants

We are pleased to report that Alexandrias investment grade client tenants

accounted for approximately 45% of annualized base rent in 2011 With

record leasing activities in 2011 the diversity and depth of our high-credit life

science client tenants continue to provide Alexandria with strong operating

cash flows Our client tenant mix includes research institutions multinational

pharmaceutical companies biotechnology companies non-profit entities

government research groups medical device companies clean technology

companies research tools and service companies and venture capitalists

Alexandrias strong life science underwriting skills long-term life science

industry relationships and sophisticated management with both real estate

and life science expertise enable us to attract and retain leading client tenants

Together these unique attributes set Alexandria apart from all other publicly

traded REITs and real estate companies

The products and services that life science companies such as

Alexandrias client tenants are developing today will provide the only real

relief for the economic burden of disease by containing rising national

healthcare costs which are projected to reach $4.6 trillion or 20% of GDP

by 2020 Novel therapeutics and diagnostics will help reduce the high cost of

delivering patient care by providing new ways to detect diagnose prevent

treat and ultimately cure diseases Given the worlds aging population

and greater access to prescription drugs in emerging markets there is more

demand than ever for high-impact and cost-effective therapeutics and

diagnostics Products that truly demonstrate safety efficacy and economic

benefit will receive regulatory approval and reimbursement For example in

2011 the FDA approved the second-highest number of new drugs in decade

Notably Alexandrias client tenants developed or launched approximately

47% of these novel drugs

To fund this critically important innovation the life science sector

receives in excess of $100 billion annually in research and development

which is healthy level of investment Of this annual amount approximately

$67 billion and $31 billion are invested by the biopharmaceutical industry

and the National Institutes of Health NIH respectively The NIH budget

continues to receive strong bipartisan support in Congress as evidenced by

the 2012 budget that was left unchanged following the federal deficit crisis

and significant federal budget reductions Alexandria has minimal exposure

to potential NIH budget reductions because our research institute client

tenants are among the best in the country and will continue to attract

significant NIH funding We remain optimistic that our elected officials will

maintain the NIH budget and recognize the importance of its contribution
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to high-quality job creation the economy medical innovation and U.S

competitiveness

Today our client tenants are establishing the era of personalized

medicine Alexandria client tenants including Illumina Inc are on the

brink of unlocking affordable genetic information on every patient through

revolutionary DNA sequencing inventions Research institutes located at

Alexandria properties including the University of California San Francisco

and the Massachusetts Institute of Technology are rapidly advancing our

understanding of the biology of diseases and accelerating translational

research New personalized oncology drug candidates are in development

by leading biopharmaceutical companies like Alexandria client tenant Pfizer

Inc to provide better-targeted individualized and cost-effective treatments

in timely manner to the patients who need them most

With strong balance sheets strategic commitment to investing in

research and development and newfound urgency to increase productivity

through open innovation the biopharmaceutical industry is adapting and

transitioning its business model in ways that directly benefit Alexandria For

more than century multinational pharmaceutical companies operated under

closed innovation business model with research and development activities

located in remote silo campuses Now however as biopharmaceutical

companies strive to increase productivity and bolster pipelines in the face of

patent cliffs FDA conservatism pricing and reimbursement pressures and

generic competition most realize the need to look beyond their own walls

for innovation The old model of closed innovation and isolationism has now

transformed into new model of collaboration with top research institutes and

leading biotechnology companies

This new open innovation model urgently called for the dramatic

transformation of the biopharmaceutical industrys real estate philosophy To

increase productivity 14 of the largest biopharmaceutical companies migrated

to or expanded in Alexandrias locations from 2008 to 2011 Immediately

proximate to leading academic and medical institutions our locations foster

the open innovation and collaboration needed to develop products that save

lives and manage disease

The Dividend

From the third quarter of 2010 to the fourth quarter of 2011 the Board of

Directors increased the quarterly common stock dividend by approximately

40% It is likely that the Board will continue to share Alexandrias growth in

cash flows from operating activities with its stakeholders in reasonable and

prudent way At the same time retained cash flow is the cheapest form of

capital available to Alexandria so we will carefully manage the growth of our

common stock dividend
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Corporate Responsibility and Susta inability

Good citizenship remains integral to Alexandrias mission In each of our

clusters we make every effort to create an environment that enables our client

tenants to discover and launch viable solutions that advance human health

This core strategy further compels us to operate conscientiously as we strive to

improve the living environment around us through responsible business smart

partnering and integrated community involvement

As we reflect on 2011 in addition to continuing to donate time and financial

resources to military service groups and other organizations that target the

important unmet needs of the men women and families who serve our nation

am proud to provide the update below on Alexandrias commitment to cancer

research and the advancement of novel approaches to identify high-impact

cost-effective therapeutics and diagnostics for patients

Client tenants throughout Alexandrias portfolio work toward cure for

cancer every day One of Alexandrias client tenants in South San Francisco

Onyx Pharmaceuticals Inc introduced Nexavar for the treatment of liver and

kidney cancer and is developing other promising drug candidates for cancer

At the Alexandria Center for Life Science New York City researchers at Eli

Lilly and Company are advancing portfolio of targeted biologic treatments

designed to address the medical needs of patients with variety of cancers In

our collaborative cluster environments cancer treatments are being translated

from the bench to patients bedsides

Collaboration is undeniably one of the most critical elements for the

advancement of important scientific discoveries and forms the foundation

of Alexandrias business model In 2011 Alexandria conceptualized and

produced the first annual Alexandria Summit which was focused on

oncology The Alexandria Summit is highly collaborative meeting in which

the worlds foremost visionaries from the pharmaceutical biotechnology

medical academic financial philanthropic patient advocacy and

government communities tackle the most critical global healthcare challenges

thereby shaping the future of life science research and development It is

unique activities like the Alexandria Summit that truly demonstrate that we

are not only the leading landlord in the life science industry but also trusted

and collaborative partner in helping shape the future of drug discovery

and development

We also continue to focus on sustainability in our real estate These efforts

have resulted in achieving LEED Leadership in Energy and Environmental

Design certification for 13 buildings comprising approximately 2.3 million

square feet including the first LEED Platinum core and shell laboratory

building in California six LEED Gold and six LEED Silver certifications

By delivering world-class facilities and cutting-edge equipment we aim to

set the standard for LEED development and operations in laboratory space

We will continue to seek LEED certification for new developments and utilize

the latest green technologies
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In addition Alexandria has established Sustainability Task Force that

will focus on implementing policies related to sustainable operations

development and employee and client tenant education This group will track

the performance of our sustainability efforts and create systematic approach

for optimizing the efficiency of our national portfolio We believe these

actions will minimize operating expenses for client tenants reduce our carbon

footprint and green our portfolio

The Path Forward

As we move into 2012 the fundamental drivers are in place to enable our

continued growth in key life science clusters With the successful execution

of our debut bond offering in February 2012 we now have access to broader

range of efficient sources of capital Through the delivery of key development

and redevelopment projects in 2012 we look forward to onboarding significant

operating cash flows by successfully converting non-income-producing assets

to cash flowing operating assets

While we will continue to focus on improving our capital structure over

the coming years we will also look to make diligent and sound investment

decisions when compelling opportunities arise The life science industry

continues to choose Alexandrias properties and we will do our best to

prudently meet its demands for high-quality laboratory space

With best-in-class assets in irreplaceable dense cluster locations and great

team we hope that our investors continue to focus on our fundamentals as

high-quality innovative company with unique built-in platform for growth

Our unparalleled team has done an extraordinary job in tough environment

and admire appreciate and respect their dedication and achievements

JOLLS MRCLS
CHAIRMAS OF THE BOARO

CHIEF EXECUTIVE OFFICER

AN FOIJNDER
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Forward-Looking Statements

ALEXANDRIA REAL ESTATE EQUITIES INC

Certain information and statements included in this report including without limitation

statements containing the words believes expects may will should seeks

approximately intends plans estimates or anticipates or the negative of these

words or similar words constitute forward-looking statements within the meaning of

Section 27A of the Securities Act of 1933 as amended and Section 21E of the Securities

Exchange Act of 1934 as amended Such forward-looking statements involve known

and unknown risks uncertainties and other factors that may cause our actual results

performance or achievements or industry results to be materially different from any future

results performance or achievements expressed or implied by such forward-looking

statements Given these uncertainties prospective and current investors are cautioned

not to place undue reliance on such forward-looking statements number of important

factors could cause actual results to differ materially from those set forth or contemplated in

the forward-looking statements including but not limited to our failure to obtain capital

debt construction financing and/or equity or refinance debt maturities increased interest

rates and operating costs adverse economic or real estate developments in our markets our

failure to successfully complete and lease our existing space held for redevelopment and new

properties acquired for that purpose and any properties undergoing development our failure

to successfully operate or lease acquired properties decreased rental rates or increased

vacancy rates failure to renew or replace expiring leases defaults on or non-renewal of

leases by tenants general and local economic conditions and other risks and uncertainties

described in our Annual Report on Form 10-K for the fiscal year ended December 312011

and our other reports that are publicly filed with the Securities and Exchange Commission

SEC We disclaim any obligation to update such factors or publicly announce the result

of any revisions to any of the forward-looking statements contained in this or any other

document Readers of this Annual Report should also read our reports that are publicly filed

with the SEC for further discussion
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Selected Financial Data
ALEXANDRIA REAL ESTATE EQUITIES INC

The following table should be read in conjunction with our consolidated financial statements

and notes thereto appearing elsewhere in this report Certain amounts for the years prior to

2011 presented in the table below have been reclassified to conform to the presentation of our

consolidated financial statements for the year ended December31 2011

YEAR ENDED DECEMBER 31

DOLLARS IN THOUSANDS EXCEPT PER SHARE AMOUNTS 2011 2010 2009 2008 2007

Operatingdata

Totalrevenues 573443 485748 481553 453638 390774

Totalexpenses 430723 362106 357.791 353.370 315.051

Incomefrom continuingoperations before lossgain on early 142.720 123.642 123762 100.268 75723

extinguishment of debt

Lossgainonearlyextinguishrnentotdebt 6485 45168 11254

Incomefrom continuingoperations 136235 78474 135.016 100.268 75.723

Lossincomefromdiscontinuedoperations net 888 1.106 6.632 19829 14.257

Gainonsalesoflandparcels 46 59.442

Netincome 135393 139022 141.648 120097 89.980

Netincomeattributabletononcontrollinginterests 3.975 3.729 7047 3799 3669

Dividendsonpreferredstock 28357 28357 28357 24225 12.020

Preferredstockredemptioncharge 2799

Netincomeattributabletounvestedrestrjctedstockawards 1088 995 1.270 1.327 1.075

Net income attributabletoAlexandria Real Estate Equities Inc.s

commonstockholders 101973 105941 104974 90746 70417

Earnings per share attributable to Alexandria Real Estate Equities

Inc.s common stockholders basic

Continuingoperations 1.75 2.17 2.55 2.25 1.89

Discontinuedoperattonsnet 0.02 0.02 0.17 0.62 0.48

Earningspersharebasic 1.73 2.19 2.72 2.87 2.37

Earnings per share attributable to Alexandria Real Estate Equities

Inc.s common stockholders diluted

Continuingoperations 1.75 2.17 2.55 2.24 1.89

Dlscontinuedoperationsnet 0.02 0.02 0.17 0.62 0.47

Earningspersharediluted 1.73 2.19 2.72 2.86 2.36

Weighted average shares of common stock outstanding

Basic 59066812 48.375474 38586909 31653.829 29668231

Diluted 59077610 48405.040 38600069 31765.055 29832013

Cashdividendsdeclaredpershareofcommonstock 1.86 1.50 1.85 3.18 3.04
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Includesdepreciationand arsortizationclassified indiscuntinaed operations related toassets heldtorsalefortheperiods priorto

when sach assets were desigsated as held for sale

Usited Statesgenerallyaccepted accoastingprisciplesGAAPbasisaccnustingfnrreal estateassetsatilizeshistorical costaccoanting

and assamesrealestatenalaesdiminish overtime Inan efforttoonercometheditterencebetwnenreal estatevalunsandhistorical

castaccaantingtorreal estateassetstheeaardof GonersorsofthnNatiosalAssocuation atReal Estate lnnestmestTrustsNAREIT

establishedthe measarementtosl st FF0 Sinceitsintrsdaction FF0 hasbecomeawidelyased nos-GAAPtisancial measareamongreal

estateinvestmenttrastsREITs.WebelievethatFFOishelptalto investorsasanadditional measareofthepertormasceofanequityRElT

We calcalate FF0 as net income compated in accordasce with GAAP encludisggains from sales plas real estate related depreciation and

amortizatianandafteradiustmentstarancenselidafed partsershipsand jnintnentares.Theprimaryrecsncilingitem between GAAPnet

incnmeattribatabletnAleeandria Real EstateEqaities.lncscommonstockhaldersand FFOattributabletoAleaandria Real EstateEqaities

YEAR ENDED DECEMBER 31

DDLLARS IN THOUSANDS EXCEPT PER LEASED RENTABLE SQUARE FOOT AMOUNTS 2011 2010 2009 2008 2007

Balance sheet data at year end

Rental properties net

Land held forfuture development

Construction in progress

Investment in unconsolidated real estate entity

Total assets

Total debt

Total liabilities

Redeemable noncontrolling interests

Alesandria Real Estate Equities Inc.s stockholders equity

Noncontrolling interests

Total equity

Reconciliation of net income attributable to Alexandria Real Estate

Equities Inc.s common stockholders tofundsfrom operations

FF0 attributable toAlexandria Real Estate Equities Inc.s

common stockholders

NetincomeattributabletoAlexandriaRealEstateEquities.lnc.s

common stockholders

Add

Depreciation and amortization1

Net income attrIbutable to noncontrolling Interests

Net income attributable to unvested restricted stock awards

Subtract

Gain on sales of property

4370.224

341.678

1254.196

42342

6574129

2779264

3141.236

16034

3374301

42558

3.416859

101973

158.026

3975

1088

46

3.970

2.432

3930762 3383308 3215723 3057294

431838 255025 109478 89621

1045536 1400795 1398895 1143314

36678

5905861 5457227 5132077 4641245

2584162 2746946 2938108 2750648

2919533 3051148 3357014 3.025502

15920 41441 33963 35.342

2.928.825 2323.408 1.700.010 1.540219

41583 41230 41.090 40182

2970.408 2364638 1741100 1580401

105.941 104974 90.746 70.417

126640 118508 108743 97335

3729 7047 3799 3669

995 1270 1327 1075

59466 2627 20401 7.976

4.226 3.843 4.108 3.733

1608 2694 2596 2418FF0 attributable to unvested restricted stock awards

FF0attributabletoAlexandria Real Estate Equities Inc.s 258614 172005 222.635 177510 158369

common stockholderst2t

Effect of dilutive securities and assumed conversion

Assumeclconversionof8.00%UnsecuredConvertibleNotes 21 7781 11943

Amounts attributable to unvested restricted stock awards 22 118 13

FFoattributabletoAlesandriaRealEstateEquities Inc.s

common stockholders assuming effect of dilutive securities

andassumedconversion 258635 179764 234696 177519 158382

Otherdata

Cashprovidedbyoperatingactivities 246.960 227425 206954 257200 191865

Cashusedininvestingactivities 733.579 445164 406566 494933 949.253

Cash provided byfinancingactivities 479156 237912 198355 300.864 762470

Numberofpropertiesatyearend 173 167 163 166 175

Rentable squarefeetof propertiesatyearend 15305874 13.661.039 12.728890 12630666 13815946

Occupancyofoperatingandredeveopmerttpropertiesstyearend 89% 89% 89% 90% 88%

Occupancyofoperatingpropertiesatyearend 95% 94% 94% 95% 94%

Annualizedbaserentperleasedrentablesquarefoot 34.39 33.95 30.81 31.31 30.39

utilized byetherequityRElTs.and.accnrdingly.maynntbemmparabletnsuchntherRElTs FF0shnuld sutbeconsideredasanaltersatise

tanetincomedeterminedinaccerdancewithoAAPasan indicatinnaf tinancial pertarmance.nrfucashttnwsframoperafingactinities

determined isaccardascewithOAAPasameasureaf liquidity sarisit indicatiwaf tundsasailabletafandoarcashneeds iscludingnar

abilityfemahedistributiens
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Managements Discussion and

Analysisof Financial Condition

and Results of Operations
ALEXANDRIA REAL ESTATE EQUITIES INC

The following discussion should be read in conjunction with our consolidated financial

statements and notes thereto appearing elsewhere in this report Forward-looking statements

involve inherent risks and uncertainties regarding events conditions and financial trends

that may affect our future plans of operations business strategy results of operations

and financial position number of important factors could cause actual results to differ

materially from those included within or contemplated by such forward-looking statements

including but not limited to those described elsewhere in this report We do not undertake

any responsibility to update any of these factors or to announce publicly any revisions to

any of the forward-looking statements contained in this or any other document whether as

result of new information future events or otherwise As used in this report references to

the Company we our and us refer to Alexandria Real Estate Equities Inc and its

subsidiaries

Overview

We are Maryland corporation formed in October 1994 that has elected to be taxed as

REIT for federal income tax purposes We are the largest owner and preeminent REIT

focused principally on science-driven cluster development through the ownership

operation management selective acquisition development and redevelopment of

properties containing life science laboratory space We are the leading provider of

high-quality environmentally sustainable real estate technical infrastructure and

services to the broad and diverse life science industry Client tenants include institutional

universities and independent non-profit institutionspharmaceutical biotechnology

product and service entities clean technology medical device and government agencies

Our primary business objective is to maximize stockholder value by providing our

stockholders with the greatest possible total return based on multifaceted platform

of internal and external growth Our operating platform is based on the principle of

clustering with assets and operations located adjacent to life science entities driving

growth and technological advances within each cluster

The following table presents certain information regarding our asset base

DECEMBER31 2011 2010 2009

Rentable square feet

Operatingproperties
13567.997 12429758 11173738

Development properties
818020 475818 980000

Redevelopment properties 919857 755463 575152

Total rentablesquarefeet 15.305874 13661.039 12728890

Numberof properties
173 167 163

Occupancyofoperatingproperties 94.9% 94.3% 94.1%

Occupancy of operating and redevelopment properties 88.5% 88.9% 89.4%

Annualized base rent per
leased rentable square foot 34.39 33.95 30.81
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Our average occupancy rate for operating and redevelopment properties as of

December31 of each year from 1998 to 2011 was approximately 89.2% Our average

occupancy rate for operating properties as of December31 of each year from 1998 to 2011 was

approximately 95.2%

Results

BALANCE SHEET Over the past several years we successfully completed important

steps in order to enhance our ability to access the debt capital markets on favorable

terms including retiring certain debt amending our unsecured line of credit and

unsecured bank term loans to increase the amount available and extend the maturity

dates deleveraging our balance sheet generating significant cash flows from the

completion and occupancy of key development and redevelopment projects from our

non-income-producing assets and reducing outstanding debt with the sales of land

parcels in Mission Bay San Francisco California for $278 million We have also strived

to maintain and improve the key strengths of our balance sheet and business which

include among others balance sheet liquidity diverse and creditworthy tenant base

well-located properties proximate to leading research institutions favorable lease terms

stable occupancy and cash flows and demonstrated life science and real estate expertise

In January2011 we completed the amendment of our unsecured line of credit

which increased the amount available for borrowing to $1.5 billion from $1.15 billion and

extended the maturity date to January 2015 assuming we exercise our sole tight to extend

the maturity date In June2011 we completed $750 million unsecured bank term loan

with maturity date of June2016 the 2016 Unsecured Bank Term Loan In December

2011 we completed $600 million unsecured bank term loan with maturity date of

January 2017 the 2017 Unsecured Bank Term Loan The proceeds of the two unsecured

bank term loans were initially used to repay outstanding borrowings under our unsecured

line of credit and reduce outstanding borrowings on our existing unsecured bank term

loan with maturity date of October2012 the 2012 Unsecured BankTerm Loan from

$750 million to $250 million These financings increased our liquidity significantly to

approximately $1.2 billion availability under our unsecured line of credit and cash on

hand as of December 312011 We believe the quality of our asset base our unique and

stable operating model and our balance sheet are attractive to lenders and debt and equity

investors and should allow us access to multiple sources of capital

Receipt of investment grade ratings was significant milestone for the Company We

believe our balance sheet with lower leverage and access to the unsecured bond market

will provide long-term value to our stockholders

We expect to transition our balance sheet debt from short-term and medium-term

bank debt to long-term unsecured fixed rate debt over the next several years However

some bank debt will remain component of our long-term capital structure primarily

consisting of an unsecured line of credit for liquidity and flexibility and when appropriate

unsecured bank term loans The transition from unhedged variable rate bank debt to

longer-term fixed rate unsecured bonds is expected to significantly increase our interest

costs The increase in interest costs in the near to medium term as we transition bank debt

to unsecured bonds will be offset by the long-term benefits of longer dated debt maturities

less London Interbank Offered Rate LIBOR based variable interest rate risk and access

to more sources of capital While this transition from unhedged variable rate bank debt

is in process we expect to utilize interest rate swap agreements to reduce our interest

rate risk In December 2011 we executed interest rate swap agreements that reduced our

unhedged variable rate debt exposure from 51% as of September 302011 to 21% as of

December 312011 We expect to keep our unhedged variable rate debt at 20% or less of

our total outstanding debt The transition of unhedged variable rate bank debt to longer
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term fixed rate unsecured bonds is not expected to impact the highly effective designation

of the existing interest rate swap agreements as of December31 2011 Our forecasts assume

outstanding unhedged variable rate debt in an amount at least equal to our effective notional

amount in effect at any point in time Additionally our outstanding unsecured bank debt can

be prepaid at any time without penalty

Secured mortgage notes payable will remain part of our capital structure however we

do not anticipate our secured notes payable becoming significant percentage of total debt

outstanding We believe perpetual preferred stock should be component of our long-term

capital structure However we also believe that the dividend rate on our 8.375% series

cumulative redeemable preferred stock Series Preferred Stock can ultimately be

refinanced with lower-cost long-term fixed rate debt or another series of preferred stock

As of December 312011 we had three assets held for sale We may identify additional

assets for potential sale in 2012 and thereafter We expect to initially use the net proceeds from

asset sales to reduce outstanding borrowings under our unsecured line of credit and then re

borrow funds for investment primarily in urban or central business district assets

As of December 312011 approximately 24% of our gross real estate represented non-

income-producing assets land preconstruction development redevelopment projects

in India and China and investment in an unconsolidated real estate entity Our active

development and redevelopment projects represented 7% of our gross investments in real

estate significant amount of which is pre-leased and expected to be delivered over the next

four to eight quarters The completion and delivery of these projects will significantly reduce

our non-income-producing assets as percentage of gross investments in real estate Over the

next few years we may also identify certain land parcels for potential sale Overtime our goal is

to reduce non-income-producing assets to 15% or less of our gross investments in real estate

CO RE OP RATION Our primary business objective is to maximize stockholder value by

providing our stockholders with the greatest possible total return based on multifaceted

platform of internal and external growth The key elements of our strategy include our

consistent focus on high-quality assets and operations in the top life science cluster locations

with our properties located adjacent to life science entities driving growth and technological

advances within each cluster These adjacency locations are characterized by high barriers to

entry and exit and limited supply of available space and represent highly desirable locations

for tenancy by life science entities Our strategy also includes drawing upon our deep and broad

life science and real estate relationships in order to attract new and leading life science client

tenants and value-added real estate During the year ended December 312011 we completed

the highest amount of rentable square feet leased in one year in the history of our Company

Our leasing activity for the year ended December 312011 consisted of the following

RENTABLE
RENTALRATECHANGEW

LEASING ACTIVITY SQUARE FEET CASH GAAP

New or renewal of previously leased space 1821866 1.9 4.2%

Development/redevelopment space leased 993655

Previously vacant space leased 591955

Total leasing activity 3.407476

Represents the percentage change of the expiring rental rates compared to the new or renewal rental rates of previously

leased space for the year ended December 312011

As of December31 2011 we had six ground-up development projects in process

aggregating approximately 818020 rentable square feet We also had 11 projects undergoing

conversion into life science laboratory space through redevelopment aggregating

approximately 919857 rentable square feet These projects along with recently delivered
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projects certain future projects and our same properties are expected to contribute significant

increases inrental income net operating income and cash flows Net operating income is

projected to increase significantly quarter to quarter from $101.8 million for the three months

ended December 312011 to $111.0 million to $113.0 million forthethree months ended

December31 2012 primarily related to the completion and delivery of current and future

development and redevelopment projects significant amount of which is pre-leased

VALUE-ADDED OPPORTUNITIES AND EXTERNAL GROWTH During2Oll weinitiatedfour

ground-up development projects aggregating approximately 594000 rentable square feet

These projects were 55% leased upon commencement of vertical construction We expect

to commence future ground-up development projects generally only with significant pre

leasing As of December31 2011 our ground-up development projects were 86% leased

excluding approximately 219007 rentable square feet of an acquired partially completed

ground-up development project

The following table presents our key value-added projects started during the year ended

December 312011 dollars in thousands

TOTAL

DEVELOPMENT/ AS OF DECEMBER 31 2011 ESTIMATED

REDEVELOPMENT CIP RSF NEGOTIATED/ TOTAL COST AT

RSF1 LEASED COMMITTED COMPLETION CASH GAAPSTART DATE

Key development starts

4755NexusCenterDrive.SanDiego 3/2011 45255 100% 22.341 7.0% 7.7%

409/499lllinoiSStreet.SanFrancisco 4/2011 219007 $148100 6.7% 7.4%

225BinneyStreetGreaterBoston 10/2011 303.143 100% $162550 7.5% 8.1%

Canada 10/2011 26426 100% 9.121 7.5% 8.1%

Key redevelopment starts

l55lEastlakeAvenue12Seattle 10/2011 117.483 13% 20% 64.010 7.0% 7.4%

400lechnOlOgySquareGreaterBoStOn 10/2011 212123 39% $139550 8.1% 9.1%

The total development/redevelopment rentable square feet RSF estimated total cost at completion and stabilized yield

information relates to the entire project Stabilized yield on cost is calculated as the quotient of net operating income and

our investment in the property at stabilization Stabilized Yield

As of December 31 2011 approoimately 58.304 rentable square feet of the entire 117.483 rentable square feet was

complete and in service

Key development and redevelopment projects completed in 2011 are as follows

TOTAL

RSF DEVELOPMENT/

DELIVERED REDEVELOPMENT OCCUPANCY INVESTMENTAT STABlLlZEDYIELO1

COMPLETION DATE IN 2011 RSFW AS OF 12/31/11 COMPLETION CASH GAAP

Key development projects

completed in 2011

7TriangleDriveReSearchlrianglePark 8/2011 96.626 96.626 100% 32511 8.5% 9.8%

400/450EastJamieCourtSanFrancisco 9/2011 62548 163.307 100% $108490 4.2% 4.3%

455MissionBayBoulevardSouthSanFranclSco 12/2011 58.804 210.000 92.4% $109950 8.5% 8.4%

Key redevelopment projects

completed in 2011

500ArsenatStreetGreaterBoston 9/2011 48516 48.516 100% 24.348 6.9% 7.4%

lo300CampuSPointDrlveSan0iego 11/2011 89576 279138 100% $131600 7.6% 7.7%

Represents rentable square feet investment at compleUon and stabilIzed yield of the entire development or redevelopment

project Portions of certain projects may still be under construction

Represents occupancy related to operating rentable square feet
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At the beginning of 2011we anticipated only small number of acquisition

opportunities due to our focus on the completion and lease-up of our development and

redevelopment projects However in April 2011 we completed the acquisition of partially

completed 453256 rentable square foot waterfront development project located in Mission

Bay San Francisco California The completed portion of the property was 100% leased

at the time of acquisition and the purchase price was approximately $293 million This

acquisition provided us 219007 rentable square feet of immediately available laboratory

shell space allowing us to provide space quickly to prospective tenants upon completion

of improvements Additionally we continue to have dominant ownership position in the

commercial laboratory space for lease in this top life science cluster market

Due to the current low interest rate environment and the competitive interest in quality

real estate we expect demand for acquisition opportunities to be strong and for this demand

to put upward pressure on pricing Thus we expect to continue to be selective in acquisition

opportunities in 2012

As of December31 2011 approximately 95% of our leases on rentable square footage

basis were triple net leases requiring tenants to pay substantially all real estate taxes and

insurance common area expenses and other operating expenses including increases

thereto in addition to base rent Additionally approximately 92% of our leases on

rentable square footage basis provided for the recapture of certain capital expenditures and

approximately 94% of our leases on rentable square footage basis contained effective

annual rent escalations that were either fixed or indexed based on the consumer price index

or another index

Critical Accounting Policies

Our discussion and analysis of our financial condition and results of operations are based

upon our consolidated financial statements which have been prepared in accordance with

GAAP Our significant accounting policies are described in the notes to our consolidated

financial statements appearing elsewhere in this report The preparation of these financial

statements in conformity with GAAP requires us to make estimates judgments and

assumptions that affect the reported amounts of assets liabilities revenues and expenses

We base these estimates judgments and assumptions on historical experience and on

various other factors that we believe to be reasonable under the circumstances Changes in

estimates could affect our financial position and specific items in our results of operations

that are used by our stockholders potential investors industry analysts and lenders in their

evaluation of our performance Actual results may differ from these estimates under different

assumptions or conditions

RE IT COMPLIANCE We have elected to be taxed as REIT under the Internal Revenue Code

of 1986 as amended the Internal Revenue Code Qualification as REIT involves the

application of highly technical and complex provisions of the Internal Revenue Code to

our operations and financial results and the determination of various factual matters and

circumstances not entirely within our control We believe that our current organization and

method of operation comply with the rules and regulations promulgated under the Internal

Revenue Code to enable us to qualify and continue to qualify as REIT However it is

possible that we have been organized or have operated in manner that would not allow us to

qualify as REIT or that our future operations could cause us to fail to qualify

If we fail to qualify as REIT in any taxable year then we will be required to pay federal

income tax including any applicable alternative minimum tax on our taxable income

at regular corporate rates If we lose our REIT status then our net earnings available for

investment or distribution to our stockholders will be significantly reduced for each of the

years involved and we will no longer be required to make distributions to our stockholders
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RENTAL PROPERTIES NET LAND HELD FOR FUTURE DEVELOPMENT AND

CON STR CTI ON PROG ESS We recognize assets acquired including the intangible

value of above or below market leases acquired in-place leases tenant relationships and

other intangible assets or liabilitiesliabilities assumed and any noncontrolling interest

in an acquired entity at their fair value as of the acquisition date The value of tangible

assets acquired is based upon our estimation of value on an as if vacant basis The value

of acquired in-place leases includes the estimated carrying costs during the hypothetical

lease-up period and other costs that would have been incurred to execute similar leases

considering market conditions at the acquisition date of the acquired in-place lease We

assess the fair value of tangible and intangible assets based on numerous factors including

estimated cash flow projections that utilize appropriate discount and capitalization rates

and available market information Estimates of future cash flows are based on number

of factors including the historical operating results known trends and market/economic

conditions that may affect the property We also recognize the fair values of assets acquired

the liabilities assumed and any noncontrolling interest in acquisitions of less than 100%

interest when the acquisition constitutes change in control of the acquired entity In

addition acquisition-related costs and restructuring costs are expensed as incurred

The values allocated to land improvements tenant improvements equipment buildings

and building improvements are depreciated on straight-line basis using an estimated life

of 20 years for land improvements the respective lease term for tenant improvements the

estimated useful life for equipment and the shorter of the termof the respective ground lease

and up to 40 years for buildings and building improvements The values of acquired above and

below market leases are amortized over the lives of the related leases and recorded as either

an increase for below market leases or decrease for above market leases to rental income

The values of acquired above and below market leases are included in accounts payable

accrued expenses and tenant security deposits in the accompanying consolidated balance

sheets and amortized over the remaining terms of the related leases

DISCONTINUED OPERATIONS propertyis classified as held for sale when all of the

following criteria for plan of sale have been met management having the authority to

approve the action commits to plan to sell the property the property is available for

immediate sale in its present condition subject only to terms that are usual and customary

an active program to locate buyer and other actions required to complete the plan

to sell have been initiated the sale of the property is probable and is expected to be

completed within one year the property is being actively marketed for sale at price that

is reasonable in relation to its current fair value and actions necessary to complete the

plan of sale indicate that it is unlikely that significant changes to the plan will be made or that

the plan will be withdrawn When all of these criteria have been met the property is classified

as held for sale its operations including any interest expense directly attributable to it are

classified as discontinued operations in our consolidated statements of income and amounts

for all prior periods presented are reclassified from continuing operations to discontinued

operations Depreciation of assets ceases upon designation of property as held for sale

IMPAIRMENT OF LONG-LIVED ASSETS Long-lived assets to be held and used including

our rental properties land held for future development construction in progress and

intangibles are individually evaluated for impairment when conditions exist that may

indicate that the carrying amount of long-lived asset may not be recoverable The carrying

amount of long-lived asset to be held and used is not recoverable if it exceeds the sum of

the undiscounted cash flows expected to result from the use and eventual disposition of the

asset Impairment indicators for long-lived assets to be held and used including our rental

properties land held for future development and construction in progress are assessed

by project and include but are not limited to significant fluctuations in estimated net

operating income occupancy changes construction costs estimated completion dates

rental rates and other market factors We assess the expected undiscounted cash flows based
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upon numerous factors including but not limited to construction costs available market

information historical operating results known trends and market/economic conditions

that may affect the property and our assumptions about the use of the asset including if

necessary probability-weighted approach if multiple outcomes are under consideration

Upon determination that an impairment has occurred write-down is recorded to reduce the

carrying amount to its estimated fair value

We use held for sale impairment model for our properties classified as held for

sale The held for sale impairment model is different from the held and used impairment

model Under the held for sale impairment model an impairment loss is recognized if

the carrying amount of the long-lived asset classified as held for sale exceeds its fair value

less cost to sell Because of these two different models it is possible for long-lived asset

previously classified as held and used to trigger the recognition of an impairment charge upon

classification as held for sale

CA PU TA LI ZAT ION OF COSTS We are required to capitalize direct construction and

development costs including predevelopment costs interest property taxes insurance and

other costs directly related and essential to the acquisition development redevelopment or

construction of project Capitalization of development redevelopment and construction

costs is required while activities are ongoing to prepare an asset for its intended use

Fluctuations in our development redevelopment and construction activities could result

in significant changes to total expenses and net income For example had we experienced

10% reduction in development redevelopment and construction activities without

corresponding decrease in indirect project costs including interest and payroll total

expenses would have increased by approximately $7.6 million for the year ended December

312011 Costs incurred after project is substantially complete and ready for its intended

use are expensed as incurred Should development redevelopment or construction activity

cease interest property taxes insurance and certain other costs would no longer be

eligible for capitalization and would be expensed as incurred Expenditures for repairs and

maintenance and demolition are expensed as incurred

We also capitalize costs directly related and essential to our leasing activities These

costs are amortizedon straight-line basis over the terms of the related leases Costs related

to unsuccessful leasing opportunities are expensed as incurred

Predevelopment and acquisition costs related to abandoned projects are expensed

as incurred These amounts aggregated approximately $1.0 million and $136000 for the

years ended December31 2011 and 2010 respectively There were no predevelopment and

acquisition costs related to abandoned projects for the year ended December31 2009

ACCOUNTING FOR INVESTMENTS We hold equity investments in certain publicly traded

companies and privately held entities primarily involved in the life science industry All of

our investments in publicly traded companies are considered available for sale and are

recorded at fair value Fair value has been determined based upon the closing price as of each

balance sheet date with unrealized gains and losses shown as separate component of total

equity The classification of each investment is determined at the time each investment is

made and such determination is reevaluated at each balance sheet date The cost of each

investment sold is determined by the specific identification method with net realized gains

included in other income

Investments in privately held entities are generally accounted for under the cost method

when our interest in the entity is so minor that we have virtually no influence over the entitys

operating and financial policies Certain investments in privately held entities are accounted

for under the equity method when our interest in the entity is not deemed so minor that we

have virtually no influence over the entitys operating and financial policies Under the equity

method of accounting we record our investment initially at cost and adjust the carrying

amount of the investment to recognize our share of the earnings or losses of the investee

subsequent to the date of our investment Additionally we limit our ownership percentage in
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the voting stock of each individual entity to less than 10%

Individual investments are evaluated for impairment when changes in conditions

may indicate an impairment exists The factors that we consider in making these assessments

include but are not limited to market prices market conditions available financing

prospects for favorable or unfavorable clinical trial results new product initiatives and

new collaborative agreements If there are no identified events or changes in circumstances

that would have an adverse effect on our cost method investments we do not estimate

the investments fair value For all of our investments if decline in the fair value of an

investment below the carrying value is determined to be other-than-temporary such

investment is written down to its estimated fair value with non-cash charge to current

earnings We use significant other observable inputs and significant unobservable inputs

to determine the fair value of privately held entities

INTEREST RATE SWAP AGREEMENTS We are exposedto certain risks arisingfrom both

our business operations and economic conditions We principally manage our exposures to

wide variety of business and operational risks through management of our core business

activities We manage economic risks including interest rate liquidity and credit risk

primarily by managing the amount sources and duration of our debt funding and the use

of interest rate swap agreements Specifically we enter into interest rate swap agreements

to manage exposures that arise from business activities that result in the payment of future

known and uncertain cash amounts the values of which are determined by interest rates

Our interest rate swap agreements are used to manage differences in the amount timing

and duration of our known or expected cash payments principally related to our borrowings

based on LIBOR We do not use derivatives for trading or speculative purposes and currently

all of our derivatives are designated as hedges Our objectives in using interest rate swap

agreements are to add stability to interest expense and to manage our exposure to interest rate

movements in accordance with our interest rate risk management strategy Interest rate swap

agreements designated as cash flow hedges involve the receipt of variable rate amounts from

counterparty in exchange for the Company making fixed rate payments over the life of the

interest rate swap agreements without exchange of the underlying notional amount

In July2010 the Dodd-Frank Wall Street Reform and Consumer Protection Act Dodd
Frank Act was enacted representing an overhaul of the framework for regulation of United

States U.S financial markets The Dodd-Frank Act calls for various regulatory agencies

including the SEC and the Commodity Futures flading Commission to establish regulations

for implementation of many of the provisions of the Dodd-Frank Act and we anticipate that

these new regulations will provide additional clarity regarding the extent of the impact of this

legislation on us We expect to be able to continue to use interest rate hedge swap agreements

to hedge portion of our exposure to variable interest rates However the costs of doing so

may increase as result of the new legislation We may also incur additional costs associated

with our compliance with the new regulations and anticipated additional reporting and

disclosure obligations Although we are not able to assess the full impact of the Dodd-Frank

Act until all the implementing regulations have been adopted based on the information

available to us at this time we do not believe provisions of the regulations implementing

the Dodd-Frank Act will have material adverse effect on our financial position results of

operations or cash flows

We record our interest rate hedge agreements on the consolidated balance sheets at

their estimated fair values with an offsetting adjustment reflected as unrealized gains/losses

in accumulated other comprehensive income in stockholders equity The accounting for

changes in fair value i.e gains or losses of derivative instrument depends on whether it

has been designated and qualifies as part of hedging relationship and further on the type

of hedging relationship For those derivative instruments that are designated and qualify

as hedging instruments company must designate the hedging instrument based upon

the exposure being hedged as fair value hedge cash flow hedge or hedge of net

investment in foreign operation Our interest rate swap agreements are considered cash
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flow hedges because they are designated and qualify as hedges of the exposure to variability

in expected future cash flows Hedge accounting generally provides for the matching of

the timing of gain or loss recognition on the hedging instrument with the recognition of the

changes in the earnings effect of the hedged forecasted transactions in cash flow hedge

All of our interest rate swap agreements meet the criteria to be deemed highly effective

in reducing our exposure to variable interest rates We formally document all relationships

between interest rate swap agreements and hedged items including the method for

evaluating effectiveness and the risk strategy We make an assessment at the inception of

each interest rate swap agreement and on an ongoing basis to determine whether these

instruments are highly effective in offsetting changes in cash flows associated with the

hedged items The ineffective portion of each interest rate swap agreement is immediately

recognized in earnings While we intend to continue to meet the conditions for such hedge

accounting if hedges did not qualify as highly effective the changes in the fair values of the

derivatives used as hedges would be reflected in earnings

The fair value of our interest rate swap agreements is determined using widely accepted

valuation techniques including discounted cash flow analyses on the expected cash flows

of each derivative These analyses reflect the contractual terms of the derivatives including

the period to maturity and use observable market-based inputs including interest rate

curves and implied volatilities also referred to as significant other observable inputs

The fair value of our interest rate swap agreements is determined using the market standard

methodology of netting the discounted future fixed cash payments and the discounted

expected variable cash receipts The variable cash receipts are based on an expectation of

future interest rates forward curves derived from observable market interest rate curves

The fair value calculation also includes an amount for risk of non-performance using

significant unobservable inputs such as estimates of current credit spreads to evaluate the

likelihood of default which we have determined to be insignificant to the overall fair value

of our interest rate swap agreements In adjusting the fair value of our interest rate swap

agreements for the effect of non-performance risk we have considered any applicable credit

enhancements such as collateral postings thresholds mutual puts and guarantees These

methods of assessing fair value result in general approximation of value and such value

may never be realized

RECOGNITION OF RENTAL INCOME AND TENANT RECOVERIES Rental income from leases

with scheduled rent increases free rent incentives and other rent adjustments is recognized

on straight-line basis over the respective lease terms We include amounts currently

recognized as income and expected to be received in later years in deferred rent receivable in

the accompanying consolidated balance sheets Amounts received currently but recognized

as income in future years are included in accounts payable accrued expenses and tenant

security deposits in our consolidated balance sheets We commence recognition of rental

income at the date the property is ready for its intended use and the tenant takes possession of

or controls the physical use of the property

Tenant recoveries related to reimbursement of real estate taxes insurance utilities

repairs and maintenance and other operating expenses are recognized as revenue in the

period the applicable expenses are incurred

We maintain an allowance for estimated losses that may result from the inability of

our tenants to make payments required under the terms of the lease If tenant fails to make

contractual payments beyond any allowance we may recognize additional bad debt expense

in future periods equal to the amount of unpaid rent and unrealized deferred rent As of

December31 2011 and 2010 we had no allowance for estimated losses

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS InJuly2OlltheFinancial

Accounting Standards Board FASB and the International Accounting Standards Board

IASB collectively the Boards reissued joint proposal for new standard for lease

accounting by both lessors and lessees The lease accounting proposal is anticipated to result

32 ALEXANDRIA REAL ESTATE EQUITIES INC



in differences from existing GAAP Leases would no longer be classified as operating or capital

leases and all leases would be recorded on balance sheets using financing model except

for leases with termsof one year or less Lessees would no longer recognize lease expense

on straight-line basis and rent expense might be higher in earlier periods of the lease term

Reassessment of key considerations such as lease term or residual value guarantees would

be required throughout the life of lease The Boards have tentatively decided that lessors

should apply single approach to all leases and recognize lease receivable and residual

asset for each lease except for leases of one year or less or leases of investment property

carried at fair value Certain lessors would be excluded from this accounting including

lessors meeting the definition of an investment property entity IPE or investment

company and would recognize investment properties at fair value with changes in fair value

recognized in the consolidated statements of income No date has yet been proposed for the

issuance of final standard and the effective date has not yet been determined We anticipate

that the adoption of the final standard may have material impact on our consolidated

financial statements

In October2011 the FASB proposed new standard for entities that invest primarily

in real estate properties and meet other criteria An entity that qualifies as an IPE would

measure real estate investment property at fair value with changes in fair value reported in

net income The proposed definition of an IPE requires meeting specific criteria including

substantially all of the entitys business activities are investing in real estate properties

the express business purpose of the entity is to invest in real estate properties for total

return including capital appreciation ownership of the entity is represented by units of

investment in the form of equity or partnership interests to which portion of net assets are

attributed there is significant pooling of funds of investors unrelated to the IPEs parent

if parent exists and the entity provides financial results about activities to investors

The proposed definition of an IPE will likely evolve during the review of the proposed

standard therefore it is unclear today if the Company will qualify as an IPE If we do not

meet the definition of an IPE we may be required to evaluate whether we will be subject

to investment company accounting rules Investment companies are subject to fair value

accounting and are expected to be excluded from the proposed lessor accounting described in

the paragraph above The proposal requires IPEs to recognize rental revenue when received

or when receivable pursuant to the contractual terms of the lease thereby eliminating

rental revenue recognition on straight-line basis IPE5 will not follow the proposed lessor

accounting described in the paragraph above The proposal requires an IPE to separately

present on its financial statements rental revenue from investment properties rental

operating expenses from investment properties fair value of investment properties and

debt related to investment properties The FASBs proposal if adopted would represent

significant change fromour current accounting model No date has yet been proposed for the

issuance of final standard and the effective date has not yet been determined We anticipate

that the adoption of the final standard may have material impact on our consolidated

financial statements

In May 2011 the FASB issued an Accounting Standards Update ASU to

substantially converge the guidance in GAAP and International Financial Reporting

Standards IFRS on fair value measurements and disclosures The ASU changes several

aspects of the fair value measurement guidance in FASB Accounting Standards Codification

820 Fair Value Measurement including the application of the concepts of highest and

best use and valuation premise the introduction of an option to measure groups of

offsetting assets and liabilities on net basis the incorporation of certain premiums and

discounts in fair value measurements and the measurement of the fair value of certain

instruments classified in stockholders equity In addition the ASU includes several new

fair value disclosure requirements such as information about valuation techniques and

significant unobservable inputs used in fair value measurements and narrative description

of the fair value measurements sensitivity to changes in significant unobservable inputs The

ASU is effective for public companies during the interim and annual periods beginning after
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December 152011 We will adopt the ASU in the first quarter of fiscal 2012 We anticipate

that the adoption of the ASU may affect valuation methodologies however we do not expect

the adoption of the final standard to have material impact on our consolidated financial

statements

In June 2011 the FASB issued an ASU to make presentation of items within other

comprehensive income OCI more prominent Entities are required to present items of

net income items of OCI and total comprehensive income either in single continuous

statement or in two separate but consecutive statements There no longer exists the option to

present OCI in the statement of changes in stockholders equity In December 2011 the FASB

decided to defer the requirement that companies present reclassification adjustments for

each component of accumulated other comprehensive income AOCI in both net income

and OCI on the face of the financial statements Reclassifications out of AOCI will be either

presented on the face of the financial statement in which OCI is presented or disclosed in the

notes to the financial statements This deferral does not change the requirement to present

items of net income items of OCI and total comprehensive income in either one continuous

statement or two separate consecutive statements The ASU is effective for public companies

during the interim and annual periods beginning after December 152011 We will adopt

the ASU in the first quarter of fiscal 2012 We anticipate that the adoption of the ASU will not

materially affect the presentation of our consolidated financial statements

Results of Operations

The following table presents information regarding our asset base and value-added projects

as of December 3120112010 and 2009

DECEMBER 31 2011 2010 2009

Rentable square feet

Operatingproperties 13567997 12429758 11173.738

Development properties 818.020 475818 980.000

Redevelopment properties 919.857 755.463 575.152

Total rentable squarefeet 15305874 13661039 12728890

Numberof properties 173 167 163

Occupancyoperating 94.9% 94.3% 94.1%

Occupancy-operatingand redevelopment 88.5% 88.9% 89.4%

Annualizedbaserentperleasedrentablesquarefoot 34.39 33.95 30.81

As result of changes within our total property portfolio the financial data presented

in the table on page 36 shows significant changes in revenues and expenses from period to

period In order to supplement an evaluation of our results of operations over given period

we analyzed the operating performance for all properties that were fully operating for the

entire periods presented herein referred to as Same Properties separate from properties

acquired subsequent to the first period presented properties undergoing active development

and active redevelopment and corporate entities legal entities performing general and

administrative functions which are excluded from same property results herein referred to

as Non-Same Properties Additionally rental revenues from lease termination fees if any

are excluded from the results of the Same Properties As of December 312011 and 2010 our

Same Properties consisted of 127 operating properties aggregating approximately 9.5 million

rentable square feet As of December 312010 and 2009 our Same Properties consisted of 129

operating properties aggregating approximately 9.4 million rentable square feet
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Net operating income is non-GAAP financial measure equal to income from

continuing operations the most directly comparable GAAP financial measure plus loss on

early extinguishment of debt depreciation and amortization interest expense and general

and administrative expense We believe net operating income provides useful information to

investors regarding our financial condition and results of operations because it reflects only

those income and expense items that are incurred at the property level Therefore we believe

net operating income is useful measure for evaluating the operating performance of our real

estate assets

Further we believe net operating income is key performance indicator and is useful to

investors as performance measure because when compared across periods net operating

income reflects the impact on operations from trends in occupancy rates rental rates

and operating costs providing perspective not immediately apparent from income from

continuing operations Net operating income excludes certain components from income from

continuing operations in order to provide results that are more closely related to our results of

operations from our properties For example interest expense is not necessarily linked to the

operating performance of real estate asset and is often incurred at the corporate level rather

than at the property level In addition depreciation and amortization because of historical

cost accounting and useful life estimates may distort operating performance at the property

level Net operating income presented by us may not be comparable to net operating income

reported by other REITs that define net operating income differently We believe that in order

to facilitate clear understanding of our operating results net operating income should

be examined in conjunction with income from continuing operations as presented in our

consolidated statements of income Net operating income should not be considered as an

alternative to income from continuing operations as an indication of our performance or as an

alternative to cash flows as measure of liquidity or our ability to make distributions
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COMPARISON OF THE YEAR ENDED DECEMBER 31 2011 TO THE YEAR ENDED

DECEMBER 31 2010 The following table presents comparison of the components of net

operating income for our Same Properties and Non-Same Properties for the year ended

December 31 2011 compared to the year ended December 312010 and reconciliation of net

operating income to income from continuing operations the most directly comparable GAAP

financial measure in thousands

YEAR ENDED DECEMBER 31 2011 2010 CHANGE CHANGE

Revenues

Rental Same Properties $293831 $295289 1.458

RentalNon-SameProperties 137528 71895 65633 91

Totalrental 431359 367184 64175 17

Tenant recoveriesSame Properties 101605 95362 6243

TenantrecoveriesNon-SameProperties 34.717 17.989 16728 93

Totaltenantrecoveries 136322 113351 22971 20

OtherincomeSameProperties 43 338 295 87

OtherincomeNon-SameProperties 5.719 4.875 844 17

Totalotherincome 5762 5.213 549 11

Total revenues Same Properties 395479 390989 4490

TotalrevenuesNon-SameProperties 177.964 94.759 83.205 88

Total revenues 573443 485.748 87.695 18

Expenses

RentaloperationsSameProperties 113.748 107.481 6.267

RentaloperationsNon-SameProperties 54879 24700 30.179 122

Totalrentaloperations 168627 132.181 36.446 28

Net operating income

Netoperatingincome Same Properties 281.731 283.508 1.777

NetoperatingincomeNon-SameProperties 123085 70059 53026 76

Totalnetoperatingincome 404.816 353.567 51.249 14

Otheroxpenses

Generalandadministrative 41163 34.383 6.780 20

Interest 63407 69509 6.102

Depreciationandamortization 157526 126.033 31.493 25

Lossonearlyextinguishmentof debt 6.485 45.168 38.683 86

Totalotherexpenses 268.581 275.093 6.512

lncomefromcontinuingoperations $136235 78474 57761 74%

Rental Revenues Total rental revenues for the year ended December31 2011 increased

by $64.2 million or 17% to $431.4 million compared to $367.2 million for the year ended

December31 2010 The increase was due to rental revenues fromour Non-Same Properties

including six ground-up development projects that were completed and delivered after

January 12010 and nine operating properties that were acquired subsequent to January

2010 Our Same Properties rental revenue for the year ended December31 2011 decreased by

$1.5 million to $293.8 million compared to $295.3 million for the year ended December31

2010 primarily due to slight decrease in occupancy within our Same Properties portfolio as

compared to the year ended December 312010

Thnant Recoveries Total tenant recoveries for the year ended December 312011 increased

by $23.0 million or 20% to $136.3 million compared to $113.4 million for the year ended

December31 2010 Approximately $16.7 million of the increase was from increases in tenant
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recoveries from our Non-Same Properties including six ground-up development projects

that were completed and delivered after January 12010 and nine operating properties that

were acquired subsequent to January 12010 The remaining $6.2 million increase was from

an increase in tenant recoveries fromour Same Properties The increase in tenant recoveries

at our Same Properties was primarily attributable to increases in rental operating expenses

for our Same Properties of $6.3 million the majority of which was recoverable from our

tenants As of December31 2011 approximately 95% of our leases on rentable square

footage basis were triple net leases requiring tenants to pay substantially all real estate

taxes insurance utilities common area expenses and other operating expenses including

increases thereto in addition to base rent

Other Income Other income for the years ended December 312011 and 2010 of $5.8

million and $5.2 million respectively represents construction management fees interest

investment income and storage income Other income for the year ended December31

2011 remained consistent with other income for the year ended December31 2010 at

approximately 1% of total revenues

Rental Operating Expenses Total rental operating expenses for the year ended December31

2011 increased by $36.4 million or 28% to $168.6 million compared to $132.2 million for

the year ended December 312010 Approximately $30.2 million of the increase was from an

increase in rental operating expenses from our Non-Same Properties including six ground-

up development projects that were completed and delivered after January 2010 and nine

operating properties that were acquired subsequent to January 12010 The remaining$6.3

million increase was from increases in rental operating expenses from our Same Properties

The increase in rental operating expenses at our Same Properties was primarily attributable to

an increase in property taxes utilities common area expenses and other operating expenses

The majority of the increase in total rental operating expenses was recoverable from tenants

through tenant recoveries

General and Administrative Expenses General and administrative expenses for the year

ended December 312011 increased by $6.8 million or 20% to $41.2 million compared to

$34.4 million for the year ended December 312010 The increase resulted primarily from an

increase in payroll and related taxes and insurance related to an increased employee head

count for the year ended December 31 2011 In addition we recognized approximately

$1.0 million in predevelopment and acquisition costs related to abandoned projects for the

year ended December 312011 As percentage of total revenues general and administrative

expenses remained consistent for the year ended December31 2011 and 2010 at

approximately 7% of total revenues

Inteist Expense Interest expense for the year ended December 312011 decreased by $6.1

million or 9%to $63.4 million compared to $69.5 million for the year ended December 31

2010 detailed as follows in thousands

YEAR ENDED DECEMBER 31 2011 2010 CHANGE

Interest expense

Securednotespayable 46260 50600 4340

Unsecuredlineofcredit 21583 9.928 11655

Unsecuredbanktermloans 16.085 10.370 5715

Interest rate swap agreements 21457 30.505 9.048

Unsecured convertible notes 9567 32894 23327

Amortization of loan fees and other 9511 8047 1.464

Grossinterest 124463 142.344 17881

Capitalizedinterest 61056 72.835 11779

Interestexpense 63.407 69509 6102
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The decrease in interest expense of approximately $6.1 million was due to decrease

in interest on our secured notes payable unsecured convertible notes and interest rate

swap agreements and was partially offset by increases in interest on our unsecured line

of credit and unsecured bank termloans Interest on our secured notes payable decreased

primarily due to the repayments of seven secured notes payable approximating $55.7 million

since December31 2010 The decrease in interest on our interest rate swap agreements was

primarily due to the net reduction of effective interest rate swap agreements with notional

amounts aggregating $100 million from December 312010 to December 302011 Interest

on unsecured convertible notes decreased due to the retirement of substantially all $240

million of our 8.00% unsecured senior convertible notes 8.00% Unsecured Convertible

Notes during the year ended December31 2010 and repurchases of our 3.70% unsecured

convertible notes 3.70% Unsecured Convertible Notes aggregating $217.1 million since

December 312010

The increase in interest on our unsecured line of credit and unsecured bank term loans

was primarily attributable to an increase in the applicable margin on our unsecured line of

credit and unsecured bank termloans coupled with an increase in outstanding unsecured

bank loans from $1.5 billion as of December 312010 to $2.0 billion as of December 312011

We have entered into certain interest rate swap agreements to hedge portion of our exposure

primarily related to variable interest rates associated with our unsecured line of credit and

unsecured bank term loans see Liquidity and Capital Resources Contractual Obligations

and Commitments Interest Rate Hedge Agreements

The following table presents comparison of the outstanding balances and applicable

margins of the unsecured line of credit and unsecured bank term loans as of December31

2011 and 2010 detailed as follows dollars in thousands

2011 2010

BALANCE APPLICABLE BALANCE APPLICABLE

DECEMBER 31 OUTSTANDING MARGIN OUTSTANDING MARGIN

Unsecuredlineofcredit 370000 2.30% 748.000 1.00%

2Ol2UnsecuredBanklermLoan 250000 0.70% 750000 1.00%

20l6unsecuredBanklermLoan 750.000 1.65%

20l7UnsecuredBanklermLoan 600000 1.50%

$1970000 $1498000

Depreciation and Amortization Depreciation and amortization for the year ended December

312011 increased by $31.5 million or 25% to $157.5 million compared to $126.0 million for

the year ended December31 2010 The increase resulted primarily from depreciation associated

with six ground-up development projects that were completed and delivered after January

2010 and nine operating properties that were acquired subsequent to January 12010

Loss on EarlyExtlnguishmentof Debt During the year ended December31 2011 we

recognized loss on early extinguishment of debt of approximately $6.5 million related

to the repurchase in privately negotiated transactions of approximately $217.1 million

principal amount of our 3.70% Unsecured Convertible Notes and the partial and early

repayment of our 2012 Unsecured Bank Term Loan During the year ended December31

2010 we recognized loss on early extinguishment of debt of approximately $45.2 million

composed of loss of approximately $2.4 million recognized in December2010 related to the

repurchase in privately negotiated transactions of approximately $82.8 million of our 3.70%

Unsecured Convertible Notes and losses of approximately $41.5 million and $1.3 million

recognized in June 2010 and July2010 respectively related to the retirement of substantially

all $240 million of our 8.00% Unsecured Convertible Notes
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Loss Income from Discontinued Operations Net Loss from discontinued operations net

of $0.9 million for the year ended December 31 2011 reflects the results of operations of three

properties classified as held for sale as of December 312011 and one property sold in 2011

Loss from discontinued operations net for the year ended December31 2011 included an

impairment charge of approximately $1.0 million related to 30000 square foot property

located in the suburbs of Greater Boston Income from discontinued operations net of

$1.1 million for the year ended December 312010 reflects the results of operations of three

properties classified as held for sale as of December31 2011 and the results of operations

and gain related to the sale in 2010 of one operating property located in the Seattle market In

connection with the operating property sold during the year ended December 31 2010 we

recognized gain of approximately $24000

In August 2011 we completed the sale of land parcel in San Diego for sale price

of approximately $17.3 million at gain of approximately $46000 The sale of the land

parcel did not meet the criteria for discontinued operations since the parcel did not have

any significant operations prior to disposition Pursuant to the presentation and disclosure

literature on gains/losses on sales or disposals by REITs required by the SEC gains or losses

on sale or disposals by REIT that do not qualify as discontinued operations are classified

below income from discontinued operations in the statements of income Accordingly for the

year ended December 312011 we classified the $46000 gain on sale of the land parcel below

income from discontinued operations net in the consolidated statements of income

During the year ended December31 2010 we completed sales of land parcels in Mission

Bay San Francisco California for an aggregate sales price of approximately $278 million

at gain of approximately $59.4 million The land parcels we sold during the year ended

December31 2010 did not meet the criteria for discontinued operations since the parcels

did not have any significant operations prior to disposition Accordingly for the year ended

December 312010 we classified the $59.4 million gain on sales of land parcels below income

from discontinued operations net in the consolidated statements of income
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COMPARISON OF THE YEAR ENDED DECEMBER 31 2010 TO THE YEAR ENDED

DECEMBER 31 2009 The following table presents comparison of the components of net

operating income for our Same Properties and Non-Same Properties for the year ended

December 31 2010 compared to the year ended December 312009 and reconciliation of

net operating income to income from continuing operations the most directly comparable

GAAP financial measure in thousands

YEAR ENDED DECEMBER 31 2010 2009 CHANGE CHANGE

Revenues

RentalSameProperties $282951 $282890 61

RentalNon-SameProperties 84233 83841 392

Totalrental 367184 366.731 453

TenantrecoveriesSameProperties 90291 88.344 1.947

TenantrecoveriesNon-SameProperties 23060 14624 8436 58

Totaltenantrecoveries 113351 102968 10383 10

OtherincomeSameProperties 334 273 61 22

OtherincomeNon-SameProperties 4879 11.581 6702 58

Totalotherincome 5213 11854 6641 56

TotalrevenuesSameProperties 373576 371507 2.069

Total revenues Non-Same Properties 112.172 110.046 2126

Total revenues 485748 481553 4.195

Expenses

RentaloperationsSameProperties 99035 98149 886

RentaloperationsNon-SameProperties 33146 23989 9157 38

Total rental operations 132181 122138 10.043

Netoperatingincome

Net operating income Same Properties 274.541 273358 1183

NetoperatingincomeNon-SameProperties 79.026 86057 7031

Total netoperatingincome 353.567 359415 5848

Otherexpenses

Generalandadministrative 34.383 36296 1913

Interest 69509 82111 12602 15

Depreciationandamortization 126033 117246 8787

Lossgainon early extinguishmentof debt 45.168 11254 56422 501

Totalotherexpenses 275.093 224.399 50694 23

lncomefromcontinuingoperations 78474 $135016 56.542 42%

Rental Revenues Total rental revenues for the year ended December31 2010 increased by

$0.5 million to $367.2 million compared to $366.7 million for the year ended December

312009 Rental revenues from Non-Same Properties for the year ended December 312009

included additional rental income aggregating $18.5 million related to modification of

lease for property in South San Francisco California Excluding the additional rental

income rental revenues for the year ended December31 2010 increased by $19.0 million

or 5% compared to the year ended December31 2009 which was primarily due to rental

revenues from our Non-Same Properties including three ground-up development projects

that were completed and delivered after January 2009 and seven operating properties that

were acquired subsequent to January 12009

Tenant Recoveries Total tenant recoveries for the year ended December31 2010 increased

by $10.4 million or 10%to $113.4 million compared to $103.0 million for the year ended
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December 312009 Approximately $8.4 million of the increase was fromincreases in tenant

recoveries from our Non-Same Properties including three ground-up development projects

that were completed and delivered afterJanuary 12009 and seven operating properties that

were acquired subsequent toJanuary 12009 The remaining $2.0 miffion increase was from an

increase in tenant recoveries from our Same Properties The increase in tenant recoveries at our

Same Properties was primarily attributable to increases in rental operating expenses for our Same

Properties of $0.9 million themajorityof whichwas recoverable from ourtenants As of December

312010 and 2009 approximately 96% of our leases onarentable square footage basis were triple

net leases requiring tenants to pay substantially all real estate taxes insurance utilities common

area expenses and other operating expenses including increases thereto inaddition to base rent

Other Income Other income for the year ended December 312010 and 2009 of

$5.2 million and $11.9 million respectively represents construction management fees

interest investment income and storage income Other income for the year ended

December 312009 included $7.2 million cash receipt related to real estate acquired

in November2007 Excluding the $7.2 million cash receipt other income for the year ended

December31 2010 remained consistent with other income for the year ended December31

2009 at approximately 1% of total revenues

Rental Operating Expenses Total rental operating expenses for the year ended December31

2010 increased by $10.0 million or %to $132.2 million compared to $122.1 million for

the year ended December 312009 Approximately $9.1 million of the increase was from an

increase in rental operating expenses from our Non-Same Properties including three ground-

up development projects that were completed and delivered after January 12009 and seven

operating properties that were acquired subsequent to January 12009 The remaining

$0.9 million increase was from increases in rental operating expenses from our Same

Properties The increase in rental operating expenses at our Same Properties was primarily

attributable to an increase in payroll property taxes and utilities The majority of the increase

in total rental operating expenses was recoverable from tenants through tenant recoveries

General and Administrative Expenses General and administrative expenses decreased by

$1.9 million or 5% to $34.4 million for the year ended December 312010 compared to

$36.3 million for the year ended December 312009 The decrease resulted primarily from

decrease in stock compensation expense for the year ended December 312010 compared

to the year ended December31 2009 As percentage of total revenues general and

administrative expenses for the year ended December31 2010 and the year ended December

312009 remained consistent at approximately 7% to 8% of total revenues

Interest Expense Interest expense decreased by $12.6 million or 15% to $69.5 million for the

year ended December 312010 compared to $82.1 million for the year ended December 31

2009 detailed as follows in thousands

YEAR ENDED DECEMBER 31 2010 2009 CHANGE

Interest expense

Secured notes payable 50.600 51.642 1.042

Unsecuredlineofcredit 9.928 10.211 283

Unsecuredbanktermloans 10.370 11.279 909

Interest rate swap agreements 30.505 38.804 8299

Unsecured convertible notes 32.894 38940 6.046

Amortization of loanfeesand other 8047 8119 72

Gross interest 142344 158995 16651

Capitalized interest 72835 76884 4049

Interestexpense 69509 82.111 $12602
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The decrease in interest expense of approximately $12.6 million was due to decrease in

total indebtedness and decrease in the weighted average interest rate on our unsecured line of

credit and unsecured bank term loan including the impact of our interest rate swap agreements

as well as the retirement of substantially all $240 million of our 8.00% Unsecured Convertible

Notes during the year ended December31 2010 The weighted average interest rate on our

unsecured line of credit and unsecured bank term loan including the impact of our interest

rate swap agreements decreased from approximately 4.1 as of December31 2009 to

approximately 2.8% as of December31 2010 We have entered into certain interest rate swap

agreements to hedge portion of our exposure primarily related to variable interest rates

associated with our unsecured line of credit and unsecured bank term loans

Depreciation and Amortizallon Depreciation and amortization increased by $8.8 million

or 7% to $126.0 million for the year ended December 312010 compared to $117.2 million

for the year ended December31 2009 The increase resulted primarily from depreciation

associated with the properties acquired placed in service or redeveloped during the periods

after January 12010 including the delivery and completion of ground-up development

of 309141 rentable square foot science park in New York City during the fourth quarter of

2010 the delivery and completion of ground-up development of 129501 rentable square

foot building in the San Francisco market in the third quarter of 2010 and the delivery and

completion of ground-up development of 115084 rentable square foot building in the

Seattle market in the first quarter of 2010

Loss Gain on Early Extinguls hmentof Debt During the year ended December 312010

we recognized losses on early extinguishment of debt of approximately $45.2 million

composed of losses of approximately $2.4 million recognized in December2010 related

to the repurchase in privately negotiated transactions of approximately $82.8 million

of our 3.70% Unsecured Convertible Notes for approximately $84.6 million in cash and

losses of approximately $41.5 million and $1.3 million recognized in June 2010 and July

2010 respectively related to the retirement of substantially all $240 million of our 8.00%

Unsecured Convertible Notes

During the year ended December31 2009 we recognized gain on early extinguish

ment of debt of approximately $11.3 million related to the repurchase in privately negotiated

transactions of approximately $75 million of our 3.70% Unsecured Convertible Notes for

approximately $59.2 million in cash

Loss Income from Discontinued Operations Net Income from discontinued operations

net of $1.1 million for the year ended December 312010 reflects the results of operations of

three operating properties classified as held for sale as of December 312011 the results

of operations of one property sold in 2011 and the results of operations and gain related to

the sale of one operating property during the year ended December 312010 We sold one

operating property located in the Seattle market that had been classified as held for sale

as of December 312009 In connection with the operating property sold during the year

ended December 312010 we recognized gain of approximately $24000 Income from

discontinued operations net of $6.6 million for the year ended December 312009 reflects

the results of operations of three operating properties that were classified as held for sale

as of December31 2011 the results of operations of one property sold in 2011 results of

operations of the property sold during the year ended December 312010 and the results

of operations and gains on sales of four operating properties sold during the year ended

December 312009 In connection with the operating properties sold during the year ended

December 312009 we recognized gain of approximately $2.6 million

During the year ended December 312010 we sold land parcels in Mission Bay San

Francisco California These land parcels did not meet the criteria for discontinued operations

since the parcels did not have any significant operations prior to disposition In connection

with the sales of land parcels during the year ended December31 2010 we recognized gain

of approximately $59.4 million
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Liquidity and Capital Resources

OVERVIEW We expect to meet certain long-term liquidity requirements such as for

property acquisitions development redevelopment and other construction projects

capital improvements tenant improvements leasing costs normal recurring expenses and

scheduled debt maturities through net cash provided by operating activities periodic asset

sales long-term secured and unsecured indebtedness including borrowings under our

unsecured line of credit unsecured bank term loans and the issuance of additional debt

and/or equity securities

We expect to continue meeting our short-term liquidity and capital requirements as

further detailed in this section generally through our working capital and net cash provided

by operating activities We believe that the net cash provided by operating activities will

continue to be sufficient to enable us to make the distributions necessary to continue

qualifying as REIT

Over the next several years our balance sheet capital structure and liquidity objectives

are as follows

Reduce leverage as percentage of total gross assets and improve the ratio of debt to

earnings before interest taxes and depreciation and amortization

Maintain diverse sources of capital including sources from net cash flows unsecured

debt secured debt selective asset sales joint ventures perpetual preferred stock and

common stock

Manage the amount of debt maturing in single year

Refinance outstanding medium-term variable rate bank debt with longer-term fixed

rate debt

Mitigate unhedged variable rate debt exposure by transitioning our balance sheet debt

from short-term and medium-term variable rate bank debt to long-term unsecured

fixed rate debt and utilize interest rate hedge agreements

Maintain adequate liquidity from net cash provided by operating activities cash and

cash equivalents and available borrowing capacity under our unsecured line of credit

Maintain available borrowing capacity under our unsecured line of credit in excess of

50% of the total commitments of$1 .5 billion except temporarily as necessary

Fund preferred stock and common stock dividends from net cash provided by

operating activities

Retain net positive cash flows after payment of dividends for reinvestment in

acquisitions and/or development and redevelopment projects and

Reduce our non-income-producing assets as percentage of our gross investment in

real estate

CAS FLOWS We report and analyze our cash flows based on operating activities investing

activities and financing activities The following table summarizes changes in the

Companys cash flows for the years ended December31 2011 and 2010 in thousands

YEAR ENDED DECEMBER31 2011 2010 CHANGE

Net cash provided byoperatingactivities 246960 227425 19.535

Net cash used in investing activities $733579 $445 164 $28841

Netcashprovidedbyfinancingactivities 479.156 237912 241.244
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OperatingActivitles Cash flows provided by operating activities consisted of the following

amounts in thousands

YEAR ENDEDDECEMBER31 2011 2010 CHANGE

Net cash provided by operating activities $246960 $227425 $19535

Changes in assets and liabilities 39586 20318 19268

Net cash provided by operating activities before changes

inassetsandliabilities $207374 $207107 267

Net cash provided by operating activities for the year ended December 312011

increased by $19.5 million or 9% to $246.9 million compared to $227.4 million for the year

ended December31 2010 The increase resulted primarily from an increase in net operating

income from completed and leased development and redevelopment spaces and increased

revenues from nine operating properties that were acquired subsequent to January 12010

Net cash provided by operating activities before changes in assets and liabilities for the year

ended December 312011 increased by $0.3 million to $207.4 million compared to $207.1

million for the year ended December31 2010 We believe our cash flows from operating

activities provide stable source of cash to fund operating expenses As of December31 2011

approximately 95% of our leases on rentable square footage basis were triple net leases

requiring tenants to pay substantially all real estate taxes insurance utilities common area

expenses and other operating expenses including increases thereto in addition to base rent

Our average occupancy rate for operating and redevelopment properties as of December31 of

each year from 1998 to 2011 was approximately 89.2% Our average occupancy rate for operating

properties as of December31 of each year from 1998 to 2011 was approximately 95.2%

Investing Activities Net cash used in investing activities for the year ended December31

2011 was $733.6 million compared to $445.2 million for the year ended December 312010

This increase consisted of the following amounts in thousands

YEARENDEDDECEMBER3S 2011 2010 CHANGE

Additionstoproperties $430038 $423.930 6108

Purchase of properties 305030 301709 3321

Proceedsirom salesof properties 20.078 275.979 255.901

Other 18589 4496 23.085

Net cash used in investing activities $733579 $445 164 $28841

The increase in net cash used in investing activities for the year ended December31

2011 is due primarily to lower proceeds from sales of properties in 2011 During the year

ended December31 2010 we completed sales of land parcels in Mission Bay San Francisco

California for an aggregate sales price of approximately $278 million

Acquisitions The following table summarizes our key acquisition activity for the year ended

December 312011 dollars in thousands

ACQUISITION OCCUPANCY AT PURCHASE STABILIZED YIELD

DATE RSF ACQUISITION PRICE CASH GAAP

Property/Market

475sNexusCenterDriveSanDiego March2011 45255 N/A 7400 7.0% 7.7%

409/499 Illinois Street San Francisco AprIl 2011 453256 100% $293000 6.5% 7.0% 7.2% 7.6%

285BearNilIRoadGreaterBoston June2011 26270 N/A 3.900 8.0% 8.6%

Currently underdevelopment and 100% leased

Approximately 234249 rentable square feet is leased occupied and in service The remairxng 219007 rentable square feet

is currently under development

Currently under redevelopment
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Capital Expenditures and Tenantlmprovements See discussion in Uses of Capital Capital

Expenditures Tenant Improvements and Leasing Costs

Dispositions During 2011 we sold two properties The net proceeds from these sales were

used to reduce outstanding borrowings under our unsecured line of credit The following

table summarizes our disposition activity for the year ended December 312011 in

thousands

DATE SALE PRICE

Land parcel in San Diego August2011 $17300

13-15 DeAngelo Drive Suburbs of Greater Boston October2011 2.900

Total dispositions $20200

Value-Added Activity Key development and redevelopment projects completed in 2011 are as

follows dollars in thousands

TOTAL

RSF DEVELOPMENT
COMPLETION DELIVERED REDEVELOPMENT

DATE IN 2011 RSF

OCCUPANCY INVESTMENT

ASOF AT

12/31/11 COMPLETION

FUwncingActlvities Net cash flows provided by financing activities for the year ended

December 312011 increased by $241.2 million to $479.1 million compared to $237.9

million for the year ended December 312010 This increase consisted of the following

amounts in thousands

YEAR ENDED DECEMBER 31 2011 2010 CHANGE

Proceedsfrom borrowings from unsecured line of credit $472000 $272000 $200000
and unsecured bank term loans net of repayments

Principal reductions of secured notes payable 66.849 129938 63089

Net proceedsfrom issuance of common stock 453656 345219 108437

including exercise of stock options

Redemption of unsecured conVertible notes including 221439 140837 80.602

payment on exchange of 8.00% Unsecured

Convertible Notes

Dividend payments 135246 96231 39015

Other 22966 12301 10665

Net cash provided by financingactivities $479156 $237.91 $241244

STABILIZED YIELD111

CASH GAAP

Key Development Projects

Completed in 2011

7TriangfeDriVe.ResearchTrianglePark 8/2011 96626 96626 100% 32.511 8.5% 9.8%

400/450EastJamieCourtSanFrancisco 9/2011 62548 163307 100% $108490 4.2% 4.3%

455MissionBayBouievardSouth 12/2011 58.804 210000 92.4% $109950 8.5% 8.4%
San Francisco

Key Redevelopment Projects

Completed in 2011

500ArsenalStreetGreaterBoston 9/2011 48516 48.516 100% 24348 6.9% 7.4%

l0300CampusPointDrive.SanDiego 11/2011 89576 279138 100% $131600 7.6% 7.7%

Represents rentable square feet investment at completion and Stabilized Yield of the entire development or redevelopment

proiect Portions of certain proiects may still be under construction

Represents occupancy related to operating rentable square feet
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Debt Refinancing During the year ended December 312011 we refinanced and extended debt

maturities significantly increasing our liquidity as of December 312011 as summarized in

the table below dollars in thousands

AS OF DECEMBER 31 2011

WEIGHTED

AMOUNT AVERAGE

MATURITY OUTSTANDING INTEREST RATE 121

Total commitments avaIlable for borrowing aggregate $1.5 billion under our unsecured line of credIt As of December 31

2011 we had $1.1 billion available for borrowing under our unsecured line of credit

Represents the contractual interest rate as of the end of the period plus the impact of our Interest rate swap agreements

Debt Repayments During 2011 we reduced the outstanding balance of our 3.70% Unsecured

Convertible Notes 2012 Unsecured Bank Term Loan and various secured loans as

summarized in the table below in thousands

LOSS ON EARLY

DEBT EXTINGUISHMENT

REPAYMENTS OF DEBT
YEAR ENDED DECEMBER 31 2011

Repurchaseof 3.70% Unsecured Convertible Notes $217133 $5237

Repaymentof 2012 Unsecured Bank Term Loan 500000 1248

Secured loan repayments
55677

Total $772810 $6485

Follow-On Common Stock Offering In May 2011 we completed follow-on common stock

offering to fund the purchase of 409/499 Illinois Street and to fund construction activities

among other uses We acquired 409/499 Illinois Street newly and partially completed

453256 rentable square foot life science laboratory development project located on highly

desirable waterfront location in Mission Bay San Francisco California for approximately

$293 million The property at 409 Illinois Street is 241659 rentable square foot tower that

is 97% leased to life science company through November 2023 The property at 499 Illinois

Street is vacant 211597 rentable square foot tower in shell condition for which we plan to

complete the development

DATE OF NET PROCEEDS

OFFERING IN THOUSANDS SHARES

Follow-oncommon stockoffering
5/2011 $451539 6250651

Dividends During the years ended December 312011 and 2010 we paid the following dividends

in thousands

DECEMBER 31 2011 2010 CHANGE

Commonstockdividends $106889 $67874 $39015

Series Preferred Stock dividends 10857 10857

SeriesDPreferredStockdividendS 17.500 17500

Total
$135246 $96231 $39015

DATE

OF LOAN

2ol7UnsecuredBankTermLoan 1/31/2017 600000 1.93% 12/2011

Refinancingofa secured loan 4/20/2014 76000 2.29% 12/2011

2016 Unsecured BankTerm Loan 6/30/2016 750000 3.28% 6/2011

Unsecuredlineof credit 121 1/31/2015 370000 2.59% 1/2011

Total $1796000 2.65%
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The increase in dividends paid on our common stock is due to an increase in dividends

to $1.82 per common share for the year ended December31 2011 from $1.40 per common

share for the year ended December31 2010 The increase was also partially due to an increase

in common stock outstanding Total common stock outstanding as of December31 2011 was

61.6 million shares compared to 55.0 million shares as of December 312010

Sources and Uses of Capital

We expect that our principal liquidity needs for the year ended December 312012 will

be satisfied by the following multiple sources of capital as shown in the table below in

thousands For the year ended December 312012 we expect to have significant capital

requirements including amounts shown in the table below There can be no assurance that

our sources and uses of capital will not be materially higher or lower than these expectations

YEAR ENDED DECEMBER 31 2012

Sources of capital

Net cash provided byoperating activities less dividends 89000

Assetandlandsales 112000

Unsecuredseniornotes TBD

Debt equity and joint venture capital
___________

Total sources of capital

698.000

899000

$1209000Liquidity available under unsecured line of credit and cash

and cash equivalentsasof December31 2011

Usesof capital

Development redevelopment and construction 553000

Acquisitions

Secured debt repayments 11000

2012 Unsecured Bank Term Loan repayment 250000

3.70% Unsecured Convertible Note retirement 85000

Totalusesofcapital 899000

We expect to implement more aggressive asset disposition strategy beyond estimated asset sales in this table to provide

capital for reinvestment into our business

Amount and timing of issuance of unsecured notes will be subject to the debt capital market environment

If we are successful raising capital from the issuance of unsecured senior notes it will reduce the estimated amount of debt

equity and joint venture capital

SOURCES OF CAPITAL

Unsecured Line of Credit We use our unsecured line of credit to fund working capital

construction activities and from time to time acquisition of properties As of December31

2011 we had $1.1 billion available under our $1.5 billion unsecured line of credit

Cash and Cash Equivalents As of December 312011 we had approximately $78.5 million of

cash and cash equivalents
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Restricted Cash Restricted cash consisted of the following as of December 312011 and 2010

in thousands

DECEMBER31 2011 2010

Funds held intrust underthetermsof certain secured notes payable $12724 $20035

Funds held in escrow related to construction projects
5648 5902

Otherrestrictedfunds 4.960 2417

Total $23332 $28354

The funds held in escrow related to construction projects will be used to pay for certain

construction costs

USES OF CAPITAL

Capital Expenditures lŁnantlmpmvements and Leasing Costs The following table

summarizes the components of our total capital expenditures for the years ended December

312011 and 2010 which include interest property taxes insurance payroll costs and other

indirect project costs in thousands

YEARENDEDDECEMBER31 2011 2010

Development 98747 $194897

Redevelopment 139.682 71772

Preconstruction 80535 38.847

Projects
in India andChina 47.955 77.300

Genericinfrastructure/building improvementprojects1 48.734 49060

Total construction spending $415653 $431876

In addition to revenue-enhancing capital spending this amount includes non-revenue-enhancing major and recurring

capital expenditures and tenant improvements Non-revenue-enhancing capital expenditures and tenant improvements

escluding expenditures and tenant improvements that are recoverable from tenants revenue-enhancirlg or related to

properties that have undergone redevelopments are included in the following table

The following table summarizes the components of our total projected capital expenditures

for the year ended December 312012 and the period thereafter which include interest

property taxes insurance payroll costs and other indirect project costs in thousands

YEAR ENDED DECEMBER 31 2012 THEREAFTER

Development $130123 $106354

Redevelopment 196.254 38082

Preconstruction 46657 TBD 121

ProjectsinlndiaandChina 41350 TBD

Generic infrastructure/building lmprovementprolects 50376 TBD 12

Future projected construction projects 87.905 TBD 21

Total construction spending $552665 $144436

In addition to revenae-enhancingcapital spending thisamount includes non-revenue-enhancing maior and recurringcapdal

expenditures and tenant improvements Non-revenue-enhancing capital expenditures and tenant improvements excludmg

expenditures and tenant improvements that are recoverable from tenants revenue-enhanCing or related to properties that Sane

undergone redevelopments are included inthefxllowingtable

Estimated spendingbeyond 2012 related to preconstruction prxiects in lndiaand China.generic infrastructure improvements maior

capital spending andfuture projected construction projects will bedetermined ata future date and contingent upon manyfactors
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The table below shows the average per square foot property-related capital

expenditures tenant improvements and leasing costs excluding capital expenditures and

tenant improvements that are recoverable from tenants revenue-enhancing or related to

properties that have undergone redevelopment for the years ended December31 2011 and

2010 dollars in thousands except per square foot amounts

VEARENOEODECEMBER31 2011 2010

Capital expenditures1

Majorcapital expenditures 641 379

Recurringcapitalexpenditures 1890 953

Square feet in asset base 13384598 12202231

Persquarefoot

Majorcapitalexpenditures 0.05 0.03

Recurringcapitalexpenditures 0.14 0.08

Tenant improvements and leasingcosts

Re-tenanted space

Tenant improvements and leasing costs 4571 3097

Re-tenanted squarefeet 512.573 778547

Persquarefoot 8.92 3.98

Renewal space

Tenant improvements and leasingcosts 6.029 3.628

Renewal square feet 1309293 999419

Per square foot 4.60 3.63

Maior capital expenditures Consist of roof replacements and heavy-duty heating ventilation and air conditioning systems

that are typically identified and considered at the time property is acquired Recurring capital expenditures exclude maior

capital eopenditures

Eucludes space that has undergone redevelopment before re-tenanting

We expect our future capital expenditures tenant improvements and leasing costs

excluding capital expenditures and tenant improvements that are recoverable from tenants

revenue-enhancing or related to properties that have undergone redevelopment on per

square footage basis to be approximately in the range shown in the preceding table

Capitalized interest for the years ended December 31 2011 and 2010 of approximately

$61.1 million and $72.8 million respectively is included in investments in real estate net

on the accompanying consolidated balance sheets as well as the table above summarizing

total capital expenditures In addition we capitalized payroll and other indirect project

costs related to construction development and redevelopment projects including projects

in India and China aggregating approximately $15.7 million and $14.0 million for the years

ended December 312011 and 2010 respectively Such costs are also included in the table on

the previous page

We capitalize interest cost as cost of the project only during the period for which

activities necessary to prepare an asset for its intended use are ongoing provided that

expenditures for the asset have been made and interest cost is being incurred Indirect

project costs including personnel construction administration legal fees and office

costs that clearly relate to projects under construction are capitalized during the period in

which activities necessary to prepare the asset for its intended use take place Additionally

should activities necessary to prepare an asset for its intended use cease interest taxes

insurance and certain other direct project costs related to this asset would be expensed as

incurred When construction activities cease and the asset is ready for its intended use

the asset is transferred out of construction in progress and classified as rental properties

net Additionally if vertical aboveground construction is not initiated at completion

of preconstruction activities the land parcel will be classified as land held for future

development Expenditures for repair and maintenance are expensed as incurred
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We also capitalize and defer initial direct costs to originate leases with independent third

parties related to evaluating prospective lessees financial condition negotiating lease terms

preparing the lease agreement and closing the lease transaction Costs that we have capitalized

and deferred relate to successful leasing transactions result directly from and are essential to the

lease transaction and would not have been incurred had that leasing transaction not occurred

The initial direct costs capitalized and deferred also include the portion of our employees total

compensation and payroll-related fringe benefits directly related to time spent performing

activities previously described and related to the respective lease that would not have been

performed but for that lease Total initial direct leasing costs capitalized during the years ended

December 312011 and 2010 were approximately $57.5 million and $31.1 million respectively

of which approximately $11.2 million and $7.8 miffion respectively represented capitalized and

deferred payroll costs directly
related and essential to our leasing activities during such periods

Acquisitions Due to the current low interest rate environment and the competitive interest in

quality real estate we expect buyer demand for acquisition opportunities to be strong and for

this demand to put upward pressure on pricing Thus we expect to continue to be selective in

acquisition opportunities in 2012

Dividends We are required to distribute 90% of our REIT taxable income on an annual basis in

order to continue to qualify as REIT for federal income tax purposes Accordingly we intend to

make but are not contractually bound to make regular quarterly distributions to preferred and

common stockholders from cash flow from operating activities All such distributions are at the

discretion of our Board of Directors We may be required to use borrowings under our unsecured

line of credit if necessary to meet REIT distribution requirements and maintain our REIT

status We consider market factors and our performance in addition to REIT requirements in

determining distribution levels Our forecasts of taxable income and distributions do not require

significant increases or decreases in our annual common stock dividends on per share basis in

order to distribute at least 90% of our REIT taxable income for the year ended December 312012

CONTRACTUAL OBLIGATIONS AND COMMITMENTS Contractual obligations as of

December 312011 consisted of the following in thousands

PAYMENTS BY PERIOD TOTAL 2012 2013-2014 2015-2016 THEREAFTER

Securednotespayable12 725125 10857 357.853 240625 115790

Unsecuredlineofcredit13 370000 370.000

20l2UnsecuredBankTermLoan141 250000 250000

20l6UnsecuredBankTermLoanltl 750.000 750000

2017 Unsecured Bank Term Loan 600.000 600000

Unsecuredconvertiblenotes117 85.051 84801 250

Estimated interest paymentsonfixed rateand hedgedvariable ratedebt1 270949 85929 115012 37851 32157

Estimatedinterestpaymentsonvariableratedebt19 71836 4224 23263 43451 898

Ground leaseobligations 680365 11222 21100 20215 627828

Otherobligationst101 28989 22.512 1635 1798 3044

Total $3832315 469545 519113 $1463940 $1379717

Amounts represent principal amounts due and exclude unamortized discounts reflected on the consolidated balance sheets

Amounts include noncontrolling interests share of scheduled principal maturities of approximately $21.6 million of which

approximately $20.9 million matures in 2014 See Secured Notes Payable below for additional information

The matunty date of our unsecured line of credit is January 2015 assuming we exercise our sole right to extend the maturity

twice by an additional six months See Unsecured Credit Facility belowfor additional information

Our 2012 Unsecured Bank Term Loan matures in October 2012

Our 2016 Unsecured Bank Term Loan matures in June 2016 assumingwe exercise our sole right to extend the maturity by oneyear

Our 2017 Unsecured Bank Term Loan matures in January 2017 assuming we exercise our sole right to extend the maturity by

one year

During January 2012 we repurchased approximately $83.8 million of our 3.70% Unsecured Convertible Notes at par pursuant

to options exercised by holders thereof under the indenture governing the notes

Estimated interest payments on our fixed rate debt and hedged variable rate debt were calculated based upon contractual

interest rates including the impact of interest rate swap agreements interest payment dates and scheduled maturity dates

The interest payments xn variable rate debt were calculated based on the interest rates in effect as of December 312011

10 Includes our share approximately $21.1 million of secured note payable due in 2013 held by our unconsolidated real

estate entity

50 ALEXANDRIA REAL ESTATE EQUITIES INC



Secured Notes Payable Secured notes payable as of December 312011 consisted of 13 notes

secured by 38 properties Our secured notes payable typically require monthly payments of

principal and interest they had weighted average interest rates of approximately 5.8% as

of December31 2011 Noncontrolling interests share of secured notes payable aggregated

approximately $21.6 million as of December 312011 The total book values of rental

properties net land held for future development and construction in progress securing

debt were approximately $1.1 billion as of December 312011 As of December 312011 our

secured notes payable including unamortized discounts were composed of approximately

$647.6 million and $76.7 million of fixed and variable rate debt respectively

Unsecured Credit Facility We use our unsecured credit facility to fund working capital

acquisition of properties and construction activities Our objective is to maintain significant

unused borrowing capacity generally greater than 50% of our $1.5 billion unsecured line of

credit Over the next several years we anticipate refinancing portion of our outstanding

balance under our unsecured bank term loans with capital from unsecured senior notes

unsecured bank loans and other capital including proceeds from selective sales of assets

In January 2011 we entered into third amendment the Third Amendment to our

second amended and restated credit agreement dated October31 2006 as further amended

on December 12006 and May 22007 the Prior Credit Agreement and as amended by

the Third Amendment the Amended Credit reementwith Bank of America N.A as

administrative agent and certain lenders The Third Amendment amended the Prior Credit

Agreement to among other things increase the maximum permitted borrowings under

the unsecured line of credit from $1.1 billion to $1.5 billion plus $750 million unsecured

bank term loan the 2012 Unsecured Bank Term Loan and together with the unsecured line

of credit the Unsecured Credit Facility and provided an accordion option to increase

commitments under the Unsecured Credit Facility by up to an additional $300 million

Borrowings under the Unsecured Credit Facility bear interest at LIBOR or base rate specified

in the loan agreement plus in either case specified margin The applicable margin for

LIBOR borrowings outstanding under our unsecured line of credit was 2.30% as of December

312011 The applicable margin for the LIBOR borrowings under the 2012 Unsecured Bank

Term Loan was not amended in the Third Amendment and was 0.70% as of December31 2011

Under the Third Amendment the maturity date for the unsecured line of credit is January

2015 assuming we exercise our sole
right

under the amendment to extend this maturity date

twice by an additional six months after each exercise The maturity date for the 2012 Unsecured

BankTerm Loanis October2012

As of December 312011 we had outstanding borrowings of $370 million representing

25% of total borrowing capacity under our $1 billion unsecured line of credit and $250 million

outstanding under our 2012 Unsecured Bank Term Loan The weighted average interest rate

including the impact of our interest rate swap agreements for our Unsecured Credit Facility was

approximately 3.82% as of December 312011

The requirements and actual results as of December 312011 of the financial covenants

under the unsecured line of credit and unsecured bank term loans are as follows

ACTUAL AS OF

DECEMBER 31 2011COVENANT REQUIREMENT

LeverageratioUl Lessthanorequalto6O.O% 36 %2

Unsecured leverage ratio Less than or equal to 60.0% 38%

Fixed chargecoverage ratio Greaterthan orequal to 1.50 2.51

Unsecured debt yield Greaterthan or equal to 12.00% 15%

Minimum bookvalue Greaterthanorequaltothesumof $2.Obillionand 50% of $3.3 billion

the net proceedsof equityofferings after January 282011

Secured debt ratio Less than orequal to4O.0% 9%

The leverage ratiothreshold under our 2017 Unsecured Bank Term Loan may increase from 60% to 65% forthe quarter end

in which material acquisition occurs and for each of the three quarters following such an event

Under the terms of the agreement of our 2017 Unsecured Bank Term Loan the leverage ratio is calculated over portion of

total indebtedness The leverage ratio for the 2017 Unsecured Bank Term Loan was 35% as of December 31.2011
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In addition the terms of the agreements restrict among other things certain

investments indebtedness distributions mergers developments land and borrowings

available under our unsecured line of credit and unsecured bank term loans for

developments land and encumbered and unencumbered assets The termsof the

agreements also limitour ability to pay distributions to our stockholders in excess of the

greater of 95% of consolidated Funds from Operations FF0 as defined in the Third

Amendment for the preceding four quarters and the minimum amount sufficient to

permit us to maintain our qualification as REIT for federal income tax purposes or the

amount necessary to avoid the payment of federal or state income or excise tax In addition

we are prohibited from paying cash dividends in excess of the amount necessary for us to

qualify for taxation as REIT if default or an event of default exists As of December31

2011 and 2010 we were in compliance with all such covenants Management continuously

monitors the Companys compliance and projected compliance with the covenants We

expect to continue meeting the requirements of our debt covenants in the short term and

long term However in the event of an economic slowdown crisis in the credit markets

or rising cost of capital there is no certainty that we will be able to continue to satisfy all of

the covenant requirements Additionally we may be required to reduce our outstanding

borrowings under our Unsecured Credit Facility and unsecured bank term loans in order to

maintain compliance with one or more covenants

As of December31 2011 we had 57 lenders providing commitments under our

unsecured line of credit and unsecured bank termloans During 2011 all lenders under our

unsecured line of credit funded all borrowings requested under the loan agreement In the

future if one or more such lenders fail to fund borrowing request we may not be able to

borrow funds necessary for working capital construction activities dividend payments debt

repayment monthly debt service and other recurring capital requirements The failure of

one or more lenders to fund their share of borrowing request may have material impact on

our financial statements

2016 Unsecured Bank Term Loan In February 2011 we entered into $250 million unsecured

bank term loan In June 2011 we amended this $250 million 2016 Unsecured Bank Term

Loan to among other things increase the borrowings from $250 million to $750 million

and to extend the maturity from January2015 to June 2016 assuming we exercise our sole

right to extend the maturity date by one year Borrowings under the 2016 Unsecured Bank

Term Loan bear interest at UBOR or the specified base rate plus in either case margin

specified in the amended unsecured bank term loan agreement The applicable margin for

the LIBOR borrowings under the 2016 Unsecured Bank Term Loan as of December 312011

was 1.65% Under the 2016 Unsecured Bank Term Loan agreement the financial covenants

were not amended and are identical to the financial covenants required under our existing

Unsecured Credit Facility The 2016 Unsecured Bank Term Loan may be repaid at any date

prior to maturity without prepayment penalty The net proceeds from this amendment were

used to reduce outstanding borrowings on the 2012 Unsecured Bank Term Loan from $750

million to $250 million As result of this early repayment we recognized loss on early

extinguishment of debt of approximately $1.2 million related to the write-off of unamortized

loan fees

2017 Unsecured Bank Term Loan In December2011 we closed new $600 million 2017

Unsecured Bank Term Loan which matures in January2017 assuming we exercise our sole

right to extend the maturity date by one year Borrowings under the 2017 Unsecured Bank

Thrm Loan bear interest at LIBOR or the specified base rate plus in either case margin

specified in the unsecured bank term loan agreement The applicable margin for the LIBOR

borrowings under the 2017 Unsecured Bank Term Loan as of December31 2011 was 1.50%

The 2017 Unsecured Bank Term Loan may be repaid at any date prior to maturity without

prepayment penalty The net proceeds from this 2017 Unsecured Bank Term Loan were used

to reduce outstanding borrowings on our unsecured line of credit
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Unsecured ConvertibleNotes DuringJanuary 2012 we repurchased approximately $83.8

million in principal amount of our 3.70% Unsecured Convertible Notes at par pursuant to

options exercised by holders thereof under the indenture governing the notes We do not

expect to recognize any gain or loss as result of this repurchase As of February 21 2012

$1.0 million of our 3.70% Unsecured Convertible Notes remained outstanding

Estimated Interest Payments Estimated interest payments on our fixed rate debt and hedged

variable rate debt were calculated based upon contractual interest rates including the impact

of interest rate swap agreements interest payment dates and scheduled maturity dates As

of December 312011 approximately 79% of our debt was fixed rate debt or variable rate debt

subject to interest rate swap agreements See additional information regarding our interest

rate swap agreements under Liquidity and Capital Resources Contractual Obligations

and Commitments Interest Rate Swap Agreements The remaining 21 of our debt is

unhedged variable rate debt based primarily on UBOR Interest payments on our unhedged

variable rate debt have been calculated based on interest rates in effect as of December

312011 See additional information regarding our debt under Note to our consolidated

financial statements appearing elsewhere in this report

Ground Lease Obligations Ground lease obligations as of December 312011 included leases

for 21 of our properties and six land development parcels These lease obligations have

remaining lease terms from 22 to 99 years excluding extension options

Commitments In addition to the above as of December 312011 remaining aggregate costs

under contract for the construction of properties undergoing development redevelopment

and generic life science infrastructure improvements under the terms of leases approximated

$255.3 million We expect payments for these obligations to occur over one to three years

subject to capital planning adjustments from time to time We are also committed to funding

approximately $57.3 million for certain investments over the next six years

wholly owned subsidiary of the Company previously executed ground lease as

ground lessee for the development site in New York City located at and adjacent to 450 East

29th Street That ground lease requires the construction of second building approximating

407000 rentable square feet to commence no later than October31 2013 Commencement

of construction of the second building includes among other things site preparation in order

to accommodate construction crane erection of construction crane renewal of permits

and updating of the construction plans and specifications The ground lease provides further

that substantial completion of the second building occur by October 312015 requiring

satisfying conditions that include substantially completed construction in accordance with

the plans and the issuance of either temporary or permanent certificates of occupancy for the

core and shell The ground lease also provides that by October 312016 the ground lessee

obtain temporary or permanent certificate of occupancy for the core and shell of both the

first building which has occurred and the second building In each case the target dates

above are subject to force majeure to contractual cure rights to other legal remedies available

to ground lessees generally and to change for any reason by agreement between both parties

under the ground lease Lastly if the above dates are not met the ground lease provides

contractual cure rights and the ground lease does not provide for the payment of additional

rent late fee or other monetary penalty

Off-Balance Sheet Arrangements Our off-balance sheet arrangements consist of our

investment in real estate entity that is variable interest entity for which we are not the

primary beneficiary We account for the real estate entity under the equity method The

debt held by the unconsolidated real estate entity is secured by the land parcel owned by the

entity and is non-recourse to us See Notes and to our consolidated financial statements

appearing elsewhere in this report
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Interest Rate Swap Agreements We utilize interest rate swap agreements to hedge portion

of our exposure to variable interest rates primarily associated with our unsecured line of

credit and unsecured bank term loans These agreements involve an exchange of fixed and

floating rate interest payments without the exchange of the underlying principal amount the

notional amount Interest received under all of our interest rate swap agreements is based

on the one-month LIBOR rate The net difference between the interest paid and the interest

received is reflected as an adjustment to interest expense

The following table summarizes our interest rate swap agreements as of December31

2011 in thousands

NOTIONAL AMOUNT IN

TRANSACTION EFFECTIVE TERMINATION INTEREST FAIR VALUE EFFECTAS OF DECEMBER 31

DATE DATE DATE PAYRATE111 ASOF12/31/11121 2011 2012 2013

December2006 December29.2006 March3l2014 4.990% 4.968 50000 50000 50000

October2007 October3l2007 September302012 4.546 1559 50000

October2007 October3l.2007 September3o.2013 4.642 3.625 50000 50000

October2007 JUIy12008 March3l2013 4.622 1.298 25000 25000

October2007 Julyl.2008 March3l2013 4.625 1.299 25000 25.000

December2006 November3o2009 March3l2014 5.015 7494 75000 75.000 75.000

December2006 November302009 March3l.2014 5.023 7507 75000 75.000 75000

December2006 December3l2010 October3l2012 5.015 3879 100000

December2011 December302011 December3l.2012 0.480 76 250000

December2011 December302011 December3l2012 0.480 75 250000

December2011 December302011 December3l2012 0.480 38 125000

December2011 December3O2011 December3l2012 0.480 38 125000

December2011 December302011 December3l2012 0.495 57 125000

December2011 December302011 December3l2012 0.508 73 125000

December2011 December3l2012 December3l2013 0.640 136 250000

December2011 December3l2012 December3l2013 0.640 131 250000

December2011 December3l2012 December3l2O13 0.644 72 125000

December2011 December3l2012 December3l2013 0.644 73 125000

December2011 December3l2O13 December3l2O14 0.977 301 250000

December 2011 December31 2013 December312014 0.976 281 250.000

Total $32.980 $1450000 $1050000 $700000

Interest pay rate represents the interest rate we will pay tor one month LIBOR under the applicable interest rate swap

agreemerit.This rate does not include any spread in addition to one month LIBOR that is due monthly as interest expense

Including accrued interest and credit valuation Accounting Standards Codifucaton 820 Fair Value Measurements and

Disclosures adjustment

We have entered into master derivative agreements with each counterparty These

master derivative agreements all of which are adapted from the standard International

Swaps and Derivatives Association Inc form define certain terms between the Company

and each counterparty to address and minimize certain risks associated with our interest rate

swap agreements In order to limit our risk of non-performance by an individual counterparty

under our interest rate swap agreements our interest rate swap agreements are spread among

various counterparties As of December31 2011 the largest aggregate notional amount in

effect at any single point in time with an individual counterparty was $375 million If one or

more of our counterparties fail to perform under our interest rate swap agreements we may

incur higher costs associated with our variable rate LIBOR-based debt than the interest costs

we originally anticipated

As of December31 2011 our interest rate swap agreements were classified in accounts

payable accrued expenses and tenant security deposits based upon their respective fair

values aggregating liability balance of approximately $33.0 million with the offsetting
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adjustment reflected as unrealized losses in accumulated other comprehensive loss in total

equity Balances in accumulated other comprehensive loss are recognized in the period during

which the forecasted hedge transactions affect earnings We have not posted any collateral

related to our interest rate swap agreements For the years ended December31 2011 2010

and 2009 approximately $21.5 million $30.5 million and $38.9 million respectively was

reclassified from accumulated other comprehensive income to interest expense as an increase

to interest expense During the next 12 months we expect to reclassify approximately $19.1

million fromaccumulated other comprehensive loss to interest expense as an increase to

interest expense

OTHER RESOURCES AND LIQUIDITY REQUIREMENTS Under our current shelf registration

statement filed with the SEC we may offer common stock preferred stock debt and other

securities These securities may be issued from time to time at our discretion based on our

needs and market conditions including as necessary to balance our use of incremental

debt capital

In May 2011 we sold 6250651 shares of our common stock in follow-on offering

including 750651 shares issued upon partial exercise of the underwriters over-allotment

option The shares were issued at price of $75.50 per share resulting in aggregate

proceeds of approximately $451.5 million after deducting underwriters discounts and

other offering costs

In September 2010 we sold 5175000 shares of our common stock in follow-on

offering including 675000 shares issued upon full exercise of the underwriters over-

allotment option The shares were issued at price of $69.25 per share resulting in

aggregate proceeds of approximately $342.3 million after deducting underwriters

discounts and other offering costs

We hold interests together with certain third parties in companies that we consolidate

in our financial statements These third parties may contribute equity into these entities

primarily related to their share of funds for construction and financing-related activities

EXPOSURE TO ENVIRONMENTAL LIABILITIES In connection withthe acquisitionof all

of our properties we have obtained Phase environmental assessments to ascertain the

existence of any environmental liabilities or other issues The Phase environmental

assessments of our properties have not revealed any environmental liabilities that we believe

would have material adverse effect on our financial condition or results of operations taken

as whole nor are we aware of any material environmental liabilities that have occurred

since the Phase environmental assessments were completed In addition we carry policy

of pollution legal liability insurance covering exposure to certain environmental losses at

substantially all of our properties

INFLATION As of December31 2011 approximately 95% of our leases on rentable square

footage basis were triple
net leases requiring tenants to pay substantially all real estate

taxes insurance utilities common area expenses and other operating expenses including

increases thereto in addition to base rent Approximately 94% of our leases on rentable

square footage basis contained effective annual rent escalations that were either fixed

generally ranging from 3.0% to 3.5% or indexed based on the consumer price index or

another index Accordingly we do not believe that our cash flow or earnings fromreal estate

operations are subject to any significant risk from inflation An increase in inflation however

could result in an increase in the cost of our variable rate borrowings including borrowings

related to our unsecured line of credit and unsecured bank term loans
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Non-GAAP Measures

FUNDS FROM OPERATIONS GAAP basis accounting for real estate assets utilizes historical

cost accounting and assumes real estate values diminish over time In an effort to overcome

the difference between real estate values and historical cost accounting for real estate assets

the Board of Governors of NAREIT established the measurement tool of FF0 Since its

introduction FF0 has become widely used non-GAAP financial measure among REIT5

We believe that FF0 is helpful to investors as an additional measure of the performance of

an equity REIT We calculate FF0 as net income computed in accordance with GAAP
excluding gains from sales plus real estate related depreciation and amortization and

after adjustments for unconsolidated partnerships and joint ventures The primary

reconciling item between GAAP net income attributable to Alexandria Real Estate Equities

Inc.s common stockholders and FF0 attributable to Alexandria Real Estate Equities Inc.s

common stockholders is depreciation and amortization expense Our FF0 may differ from

the methodology for calculating FF0 utilized by other equity REITs and accordingly may

not be comparable to such other REITs FF0 should not be considered as an alternative to net

income determined in accordance with GAAP as an indication of financial performance or

to cash flows from operating activities determined in accordance with GAAP as measure

of our liquidity nor is it indicative of funds available to fund our cash needs including our

ability to make distributions

The following table presents reconciliation of net income attributable to Alexandria

Real Estate Equities Inc.s common stockholders the GAAP financial measure most

directly comparable to FF0 attributable to Alexandria Real Estate Equities Inc.s common

stockholders for the years ended December 3120112010 and 2009 in thousands

YEARENDEDDECEMBER31 2011 2010 2009

Net incomeattributabletoAlexandria Real Estate $101973 $105941 $104974

Equities lnc.scommon stockholders

Add

Depreciationand amortization111 158026 126640 118508

Net income attributable to noncontrolling interests 3975 3.729 7.047

Net income attributable to unvested restricted stock awards 1088 995 1270

Subtract

Gain on sales of property 46 59466 2627

FF0 attributable to noncontrolling interests 3970 4226 3.843

FF0 attributable to unvested restricted stock awards 2432 1608 2694

FF0 attributable to Alexandria Real Estate Equities 258614 172005 222.635

Inc.s common stockholders

Effect of assumed conversion and dilutive securities

Assumedconversionof 8.00% Unsecured Convertible Notes 21 7781 11943

Amounts attributable to unvested restricted stock awards 22 118

FF0 attributable to Alexandria Real Estate Equities

lncscommon stockholdersassuming effect of

assumed conversion and dilutive securities $258635 $179764 $234696

Includes depreciation and amortization classified in discontinued operations related to assets held for sale

for the periods prior to when such assets were designated as held for sale

ADJUSTED FUNDS FROM OPERATIONS AdjustedfundsfromoperationsAFFOisanon

GAAP financial measure we believe is useful supplemental measure of our performance

We compute AFFO attributable to Alexandria Real Estate Equities Inc.s common

stockholders by adding to or deducting from FF0 attributable to Alexandria Real Estate

Equities Inc.s common stockholders major and recurring capital expenditures required

to maintain and re-tenant our properties second-generation tenant improvements and
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leasing costs on re-tenanted and renewal space excludes redevelopment expenditures

capitalized income from development projects gains or losses on early extinguishment of

debt amortization of loan fees debt premiums/discounts and acquired above and below

market leases effects of deferred rent/straight-line rent and deferred rent/straight-line

rent on ground leases non-cash compensation expense related to restricted stock awards

and other non-cash income or charges including impairment charges AFFO is not

intended to represent cash flow for the period and is only intended to provide an additional

measure of performance We believe that net income attributable to Alexandria Real Estate

Equities Inc.s common stockholders is the most directly comparable GAAP financial

measure to AFFO attributable to Alexandria Real Estate Equities Inc.s common stockholders

Other REITs may use different methodologies for calculating AFFO and accordingly our

AFFO may not be comparable to AFFO calculated by other REITs AFFO should not be

considered as an alternative to net income determined in accordance with GAAP as an

indication of financial performance or to cash flows from operating activities determined in

accordance with GAAP as measure of our liquidity nor is it indicative of funds available to

fund our cash needs including our ability to make distributions

The following table presents reconciliation of net income attributable to Alexandria

Real Estate Equities Inc.s common stockholders the GAAP financial measure most

directly comparable to AFFO attributable to Alexandria Real Estate Equities Inc.s common

stockholders for the years ended December 3120112010 and 2009 in thousands

YEARENDEDDECEMBER31 2011 2010 2009

Net income attributable to Alexandria Real Estate Equities $101973 $105941 $104974

Inc.s common stockholders

Cumulativeadjustments to calculate FF0 156641 66064 117.661

FF0attributabletoAlexandria Real Estate Equities Inc.s 258.614 172.005 222635

common stockholders

Add/deduct

Major and recurringcapital expenditures121 2531 1332 1934

Tenant improvements and leasing costs21 10.600 6725 4738
Amortizationofloanfees 9300 7892 7958

Amortization of debt premiums/discounts 3819 9999 10.788

Amortization of acquired above and below market leases 9332 7868 9.448

Deferred rent/straight-line rent 26797 22832 14379

Stockcompensation 11.755 10816 14051

Capitalized income from development projects 3.973 5688 6498

Deferred rent/straight-line rent onground leases 4704 5337 5.566

Loss on early extinguishment of debt 6.485 45168 11.254

Impairmentofrealestate 994

Allocation to unvested restricted stock awards 74 424 37
AFFO attributableto Alexandria Real Estate Equities Inc.s

common stockholders $250458 $217724 $225706

See reconciling items for FF0 presented under Funds from operations

Eocludes eopenditures tenant improvements and leasing costs that are recoverable from tenants revenue-enhancing or

related to properties that have undergone redevelopment before refenanting

ADJUSTED EB ITDA EBITDA represents earnings before interest taxes depreciation and

amortization EBITDA non-GAAP financial measure and is used as supplemental

measure of operating performance Adjusted EBITDA Adjusted EBITDA is calculated

as EBITDA excluding impairments gains or losses from sales of real estate gains or losses

on early extinguishment of debt and net stock compensation expenses We use EBITDA

and Adjusted EBITDA as supplemental measures of our performance We believe Adjusted

EBITDA provides investors relevant and useful information because it permits investors to
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view income from our operations on an unleveraged basis before the effects of taxes non-

cash depreciation and amortization impairments gains or losses from sales of real estate

gains or losses on early extinguishment of debt and net stock compensation expenses By

excluding interest expense EBITDA and Adjusted EBITDA allow investors to measure our

performance independent of our capital structure and indebtedness and therefore allow for

more meaningful comparison of our performance to that of other companies both in the

real estate industry and in other industries EBITDA and Adjusted EBITDA have limitations

as measures of our performance EBITDA and Adjusted EBITDA do not reflect our historical

cash expenditures or future cash requirements for capital expenditures or contractual

commitments While EBITDA and Adjusted EBITDA are relevant and widely used measures

of performance they do not represent net income or cash flow from operations as defined

by GAAP and they should not be considered as alternatives to those indicators in evaluating

performance or liquidity Further our computation of EBITDA and Adjusted EBITDA may not

be comparable to similar measures reported by other companies

The following table presents reconciliation of net income the GAAP financial measure

most directly comparable to EBITDA and Adjusted EBITDA for the years ended December31

20112010 and 2009 in thousands

YEARENDEDDECEMBER31 2011 2010 2009

Netincome $135393 $139022 $141648

Interest expense continuing operations 63.407 69509 82.1 11

Interest expense discontinued operations 36 133 162

Depreciation and amortization continuing operations 157526 126033 17246

Depreciation and amortization discontinued operations 500 607 1262

EBITDA 356862 335304 342429

Stockcompensation expense 11.755 10816 14051

Loss gain on early extinguishment of debt 6485 45168 11254

Gainonsalesofproperty 46 59466 2.627

Impairmentofrealestate 994

Adjusted 6BITDA $376050 $331822 $342599

FIXED CHARGE COVERAGE RATIO The fixed charge coverage ratio is useful to investors

as supplemental measure of the Companys ability to satisfy fixed financing obligations

and dividends on preferred stock Cash interest is equal to interest expense calculated

in accordance with GAAP plus capitalized interest less amortization of loan fees and

amortization of debt premiums/discounts

The following table presents reconciliation of interest expense the GAAP financial

measure most directly comparable to cash interest and fixed charges for the years ended

December 312011 and 2010 dollars in thousands

YEARENOEDDECEMBER3S 2011 2010

Interestexpensecontinuingoperations 63407 69.509

Interest expense discontinued operations
36 133

Add capitalized interest 61056 72835

Less amortizationofloanfees 9300 7892

Less amortization of debt premium/discounts 3819 9999

Cashinterest 111380 124586

Dividends on preferred stock 28357 28.357

Fixedcharges $139737 $152943

AdjustedEBITDA $376050 $331822

Fixed charge coverage ratio 2.7x 2.2x
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INTEREST COVERAGE RATIO Interest coverage ratio is the ratio of Adjusted EBITDA to

cash interest This ratio is useful to investors as an indicator of our ability to service our cash

interest obligations

The following table summarizes the calculation of the interest coverage ratio for the

years ended December 312011 and 2010 dollars in thousands

AS OF DECEMBER 31 2011 2010

Interest expense continuing operations 63407 69.509

Interest expense discontinued operations 36 133

Add capitalized interest 61056 72835

Less amortization of loan fees 9300 7.892

Less amortization of debt premium/discounts 3819 9.999

Cashinterest $111380 $124586

Adjusted EBITDA $376050 $331822

lnterestcoverageratio 3.4x 2.7x

NET DEBT TO ADJUSTED EBITDA Net debt to Adjusted EBITDA is non-GAAP financial

measure that we believe is useful to investors as supplemental measure in evaluating our

leverage Net debt is equal to the sum of secured notes payable unsecured line of credit

unsecured bank termloans and unsecured convertible notes less cash cash equivalents

and restricted cash See Adjusted EBITDA for further information on the calculation of

Adjusted EBITDA

The following table summarizes the calculation of net debt to Adjusted EBITDA as of

December 312011 and 2010 dollars in thousands

ASOFDECEMBER3I 2011 2010

Securednotespayable 724.305 790869

Unsecured line of credit 370000 748.000

Unsecured bank term loans 1.600000 750000

Unsecured convertible notes 84959 295293

Less cash and cash equivalents 78539 91232

Less restricted cash 23332 28.354

Netdebt $2677393 $2464576

Adjusted EBITDA 376050 331822

NetdebttoAdjustedEBlTDA 7.lx 7.4x

NET DEBT TO GROSS ASS ETS Net debt to gross assets is non-GAAP financial measure that

we believe is useful to investors as supplemental measure in evaluating our leverage Net

debt is calculated as described in Net Debt to Adjusted EBITDA Gross assets are equal to

total assets plus accumulated depreciation less cash cash equivalents and restricted cash

The following table summarizes the calculation of net debt to gross assets as of

December 312011 and 2010 dollars in thousands

AS OF DECEMBER 31 2011 2010

Total assets $6574129 $5905861

Add accumulated depreciation 742535 616007

Less cash and cash equivalents 78.539 91232

Less restricted cash 23332 28354

Gross assets $7214793 $6402282

Netdebt $2677393 $2464576

Net debt to gross assets 37% 39%
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NET OPERATING INCOME See discussion of net operating income and reconciliation of net

operating income to income from continuing operations in Managements Discussion and

Analysis of Financial Condition and Results of Operations Results of Operations

SAME PROPERTY NET OPERATING INCOME See discussion of Same Properties

and reconciliation of net operating income to income from continuing operations in

Managements Discussion and Analysis of Financial Condition and Results of Operations

Results of Operations

UNENCUMBERED NET OPERATING INCOME AS PERCENTAGE OF TOTAL NET

OPERATING INCOME Unencumbered net operating income as percentage of total net

operating income is non-GAAP financial measure that we believe is useful to investors as an

additional measure of our ability to service unsecured obligations including our unsecured

line of credit and unsecured bank termloans Unencumbered net operating income

represents net operating income derived from assets that are not subject to any mortgage

deed of trust lien or other security interest See the reconciliation of net operating income to

income from continuing operations in Managements Discussion and Analysis of Financial

Condition and Results of Operations Results of Operations

The following table summarizes unencumbered net operating income as percentage

of total net operating income for the years ended December 312011 and 2010 dollars in

thousands

YEARENDEDOECEMBER31 2011 2010

Unencumbered netoperatingincome $277822 $212101

Encumbered netoperatingincome 126994 141466

Total net operating income $404816 $353567

Unencumbered net operating income as

percentage of total net operating income 69% 60%

Quantitative and Qualitative Disclosures about Market Risk

Market risk is the exposure to loss resulting from changes in interest rates equity prices and

foreign currency exchange rates

INTEREST RATE RISK The primary market risk to which we believe we are exposed is interest

rate risk which may result frommany factors including government monetary and tax

policies domestic and international economic and political considerations and other factors

that are beyond our control

In order to modify and manage the interest rate characteristics of our outstanding

debt and to limit the effects of interest rate risks on our operations we may utilize variety

of financial instruments including interest rate swaps caps floors and other interest rate

exchange contracts The use of these types of instruments to hedge portion of our exposure

to changes in interest rates carries additional risks such as counterparty credit risk and the

legal enforceability of hedging contracts

Our future earnings and fair values relating to financial instruments are primarily

dependent upon prevalent market rates of interest such as LIBOR However our interest

rate swap agreements are intended to reduce the effects of interest rate changes Based on

interest rates at and our interest rate swap agreements in effect on December31 2011 and

2010 we estimate that increase in interest rates on our variable rate debt including our

unsecured line of credit and unsecured bank termloans after considering the effect of our

interest rate swap agreements would decrease annual future earnings by approximately $3.4

million and $5.4 million respectively We further estimate that 1% decrease in interest rates
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on our variable rate debt including our unsecured line of credit and unsecured bank term

loans after considering the effect of our interest rate swap agreements in effect on December

312011 and 2010 would increase annual future earnings by approximately $1.4 million and

$5.4 million respectively 1% increase in interest rates on our secured debt unsecured

convertible notes and interest rate swap agreements would decrease their aggregate fair

values by approximately $77.6 million and $49.5 million as of December 312011 and 2010

respectively decrease in interest rates on our secured debt unsecured convertible

notes and interest rate swap agreements would increase their aggregate fair values by

approximately $35.2 million and $44.4 million as of December 312011 and 2010 respectively

These amounts were determined by considering the impact of the hypothetical interest

rates on our borrowing cost and our interest rate swap agreements in effect on December

312011 and 2010 These analyses do not consider the effects of the reduced level of overall

economic activity that could exist in such an environment Further in the event of change

of such magnitude we would consider taking actions to further mitigate our exposure to the

change However due to the uncertainty of the specific actions that would be taken and their

possible effects the sensitivity analyses assume no changes in our capital structure

EQUITY PRICE RISK We have exposure to equity price market risk because of our equity

investments in certain publicly traded companies and privately held entities We classify

investments in publicly traded companies as available for sale and consequently record

them on our consolidated balance sheets at fair value with unrealized gains or losses

reported as component of accumulated other comprehensive income or loss Investments

in privately held entities are generally accounted for under the cost method because we do

not influence any of the operating or financial policies of the entities in which we invest For

all investments we recognize other-than-temporary declines in value against earnings in

the same period the decline in value was deemed to have occurred There is no assurance

that future declines in value will not have material adverse impact on our future results of

operations By way of example 10% decrease in the fair value of our equity investments

as of December 312011 and 2010 would decrease their fair values by approximately $9.6

million and $8.4 million respectively

FOREIGN CURRENCY EXCHANGE RATE RISK We have exposure to foreign currency

exchange rate risk related to our subsidiaries operating in Canada and Asia The functional

currencies of our foreign subsidiaries are the respective local currencies Gains or losses

resulting from the translation of our foreign subsidiaries balance sheets and statements of

income are included in accumulated other comprehensive income as separate component

of total equity Gains or losses will be reflected in our statement of income when there is

sale or partial sale of our investment in these operations or upon complete or substantially

complete liquidation of the investment Based on our operating assets outside the U.S as

of December31 2011 we estimate that 10% increase in foreign currency rates relative to

the U.S dollar would increase annual future earnings by approximately $0.2 million We
further estimate that 10% decrease in foreign currency rates relative to the U.S dollar would

decrease annual future earnings by approximately $0.2 million This sensitivity analysis

assumes parallel shift of all foreign currency exchange rates with respect to the U.S dollar

however foreign currency exchange rates do not typically move in such manner and actual

results may differ materially
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Performance Graph
ALEXANDRIA REAL ESTATE EQUITIES INC

PERFORMANCE GRAPH
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The performance graphs shall not be deemed to be soliciting material or to be filed with

the SEC nor shall the information in the graphs be incorporated by reference into any future filing

under the Securities Act of 1933 or the Securities Exchange Act of 1934 each as amended except

to the extent that the Company specifically incorporates the graphs by reference into filing

PERFORMANCE GRAPH
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This performance graph compares the cumulative total return on our common stock over

the five-year period ending December31 2011 to the cumulative total return of the Russell

2000 Index the SP 500 Index the All Equity REIT Index prepared by the FTSE and NAREIT

FTSE NAREIT All Equity REIT Index the Equity Office Index prepared by the FTSE and

NAREIT FTSE NAREIT Equity Office Index and the US REIT Office Index prepared by

SNL Financial LC SNL US REIT Office Index The graph assumes that $100 was invested

on December31 2006 in our common stock the Russell 2000 Index the SP 500 Index the

FTSE WAREIT All Equity REIT Index the FTSE NAREIT Equity Office Index and the SNL US

REIT Office Index and that all dividends were reinvested The returns shown on the graph

are not necessarily indicative of future performance

DECEMBER31 2006 2007 2008 2009 2010 2011

AlexandriaRealEstateEquities Inc $100.00 $104.43 $64.33 $71.66 83.46 80.69

RusseII2000Index $100.00 98.43 $65.18 $82.89 $105.14 $100.75

SP500Index $100.00 $105.49 $66.46 $84.05 96.71 98.76

FTSENAREITAIIEquityREITIndex $100.00 84.31 $52.50 $67.20 85.98 93.10

FTSENAREITEquityOfficelndex $100.00 81.04 $47.76 $64.74 76.65 76.07

SNLUSREITOffIceIndex $100.00 79.53 $45.22 $61.98 75.18 74.50

This performance graph compares the cumulative total return on our common stock

since our initial public offering in May 1997 to December31 2011 to the cumulative total

return of the FTSE NAREIT All Equity REIT Index the FTSE NAREIT Equity Office Index

the SNL US REIT Office Index the Russell 2000 Index and the SP 500 Index The graph

assumes that $100 was invested on May 28 1997 in our common stock the FTSE NAREIT

All Equity REIT Index the FTSE NAREIT Equity Office Index the SNL US REIT Office Index

the Russell 2000 Index and the SP 500 Index and that all dividends were reinvested The

returns shown on the graph are not necessarily indicative of future performance

MAY 28 DECEMBER 31

2001 2003 2005 2007 2009 2011

$258.34 $403.13 $604.29 $811.14 $556.65 $626.76

$100.00 90.94 $130.92 $186.40 $275.09 $313.24 $249.66 $345.90

$100.00 $115.19 $166.40 $208.96 $291.38 $342.92 $273.93 $321.89

$100.00

$100.00

$100.00

$108.00

$138.33

$179.57

$154.26

$137.49

$143.82

$197.24

$160.99

$144.17

$271.14

$199.17

$167.71

$309.90

$232.06

$204.87

$241.53

$195.40

$163.23

$290.31

$237.53

$191.78
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Managements Annual Report on Internal

Control over Financial Reporting
ALEXANDRIA REAL ESTATE EQUITIES INC

The management of Alexandria Real Estate Equities Inc and its subsidiaries the

Company is responsible for establishing and maintaining adequate internal control over

financial reporting Internal control over financial reporting is defined in Rule 13a-15f

and lSd-15f promulgated under the Securities Exchange Act of 1934 as amended and is

process designed by or under the supervision of the Companys Chief Executive Officer

CEO and Chief Financial Officer CFO and effected by the Companys board of

directors management and other personnel to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external

reporting purposes in accordance with GAAP The Companys internal control over financial

reporting includes those policies and procedures that pertain to the maintenance

of records that in reasonable detail accurately and fairly reflect the transactions and

dispositions of assets provide reasonable assurance that transactions are recorded as

necessary to permit preparation of financial statements in accordance with GAAP and that

receipts and expenditures are being made only in accordance with the authorizations of the

Companys management and directors and provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition use or disposition of assets that

could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not

prevent or detect misstatements Projections of any evaluation of effectiveness to future

periods are subject to the risk that controls may become inadequate because of changes in

conditions or that the degree of compliance with the policies or procedures may deteriorate

Management has assessed the effectiveness of the Companys internal control over

financial reporting as of December31 2011 In making its assessment management has

utilized the criteria set forth by the Committee of Sponsoring Organizations COSO of

the freadway Commission in Internal Control Integrated Framework Management

concluded that based on its assessment the Companys internal control over financial

reporting was effective as of December31 2011 The effectiveness of our internal control

over financial reporting as of December 312011 has been audited by Ernst Young LLP an

independent registered accounting firm as stated in their report which is included herein
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Report of Independent Registered

Public Accounting Firm

ALEXANDRIA REAL ESTATE EQUITIES INC

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF ALEXANDRIA REAL ESTATE

EQUITIES INC WehaveauditedAlexandriaRealEstateEquities Inc.sinternalcontrolover

financi porting as of December 312011based on ciitena established in Internal Control

Integrated Frameworkissued by the Committee of Sponsoring Organizations of thefleadway

Commission the COSO criteria Alexandria Real Estate Equities Inc management is responsible

for maintaining effective internal control over financial reporting and for its assessment of

the effectiveness of internal control over financial reporting included in the accompanying

managements annual report on internal control over financial reporting Our responsibility is to

express an opinion on the companys internal control over financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company

Accounting Oversight Board United States Those standards require that we plan and perform

the audit to obtain reasonable assurance about whether effective internal control over financial

reporting was maintained in all material respects Our audit included obtaininganunderstanding

of internal control over financial reporting assessing the risk that material weakness exists

testing and evaluating the design and operating effectiveness of internal control based on

the assessed risk and performing such other procedures as we considered necessary in the

circumstances We believe that our audit provides reasonable basis for our opinion

companys internal control over financial reporting is process designed to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting

principles companys internal control over financial reporting includes those policies and

procedures that pertain to the maintenance of records that in reasonable detail accurately

and fairly reflect the transactions and dispositions of the assets of the company provide

reasonable assurance that transactions are recorded as necessary to permit preparation of

financial statements in accordance with generally accepted accounting principles and that

receipts and expenditures of the company are being made only in accordance with authorizations

of management and directors of the company and provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition use or disposition of the companys

assets that could have material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent

or detect misstatements Also projections of any evaluation of effectiveness to future periods

are subject to the risk that controls may become inadequate because of changes in conditions

or that the degree of compliance with the policies or procedures may deteriorate In our opinion

Alexandria Real Estate Equities Inc maintained inall material respects effective internal control

over financial reporting as of December 312011 based on the COSO criteria

We also have audited inaccordance with the standards of the Public Company Accounting

Oversight Board United States the accompanying consolidated balance sheets of the Company

as of December31 2011 and December 312010 and the related consolidated statements of

income change in stockholders equity and noncontrolling interests and cash flows for each of the

threeyearsinthe period ended December 312011 and our report dated February 21201 expressed

an unqualified opinion thereon

Los Angeles California

February 21 2012

64 ALEXANDRIA REAL ESTATE EQUITIES INC



Report of Independent Registered

Public Accounting Firm

ALEXANDRIA REAL ESTATE EQUITIES INC

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF ALEXANDRIA REAL ESTATE

EQU ITI ES INC We have audited the accompanying consolidated balance sheets of

Alexandria Real Estate Equities Inc the Company as of December 312011 and 2010

and the related consolidated statements of income changes in stockholders equity and

noncontroffing interests and cash flows for each of the three years in the period ended

December31 2011 These financial statements are the responsibility of the Companys

management Our responsibility is to express an opinion on these financial statements

based on our audits

We conducted our audits inaccordance with the standards of the Public Company

Accounting Oversight Board United States Those standards require that we plan and

perfonn the audit to obtain reasonable assurance about whether the financial statements

are free of material misstatement An audit includes examining on test basis evidence

supporting the amounts and disclosures in the financial statements An audit also includes

assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audits

provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material

respects the consolidated financial position of Alexandria Real Estate Equities Inc at

December 312011 and 2010 and the consolidated results of its operations and its cash flows

foreachofthethreeyears intheperiod endedDecember3l 2011 inconformitywithU.S

generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company

Accounting Oversight Board United States the Companys internal control over financial

reporting as of December31 2011 based on criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Organizations of thefteadway

Commission and our report dated February 212012 expressed an unqualified opinion

thereon

/ow7.LLP

Los Angeles California

February 21 2012
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ConsolidatedBalance Sheets

ALEXANDRIA REAL ESTATE EQUITIES INC

DECEMBER 31

DOLLARS IN THOUSANDS EXCEPT PER SHARE INFORMATION 2011 2010

Assets

Investments in real estate $6750975 $6060821

Less accumulated depreciation 742535 516007

Investments in real estate net 6008440 5444.814

Cash and cash equivalents 78.539 91.232

Restrictedcash 23332 28354

Tenant receivables 7480 5.492

Deferred rent receivable 142097 116849

Deferred leasing and financing costs net 135.550 89.046

Investments 95777 83899

Otherassets 82914 46175

Total assets 6574129 $5905861

Liabilities Noncontroiling Interests and Equity

Secured notes payable 724305 790869

Unsecured lineof credit 370000 748.000

Unsecured bank term loans 1.600.000 750.000

Unsecured convertible notes 84959 295.293

Accounts payable accrued expenses and tenant security deposits 325393 304257

Dividends payable 36579 31114

Total liabilities 3141236 2919533

Commitments and contingencies

Redeemable noncontrolling interests 16.034 15.920

Alexandria Real Estate Equities Inc.s stockholders equity

8.375% Series cumulative redeemable preferred stock $0.01 par value per share 5750000 shares authorized 129.638 129.638

5.185.S00shares issuedandoutstandingas of December 31.2011 and 2010 $25 liquidation value pershare

7.00% Series cumulative convertible preferred stock $0.01 parvalue per share 10000.000 shares authorized 250000 250000

10000000shares issuedandoutstandingas of December31 2011 and 2010 $25 liquidatIon value pershare

Common stock $0.01 parvalue pershare 100000000 sharesauthorized 61.560472 and 54966.925 shares 616 550

issued and outstandingas of December31 2011 and 2010 respectively

Additional paid-in capital 3.028.558 2.566.238

Retained earnings 734

Accumulated other comprehensive loss 34511 18335

Alexandria Real Estate Equities Inc.s stockholders equity 3.374.301 2928825

Noncontrolling interests 42558 41583

Total equity 3.416.859 2.970.408

Total liabilities noncontrolling Interests and equity $6574129 $5905861

The accompanying notes are an integral part of these consolidated financial statements
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Consolidated Statements of Income
ALEXANDRIA REAL ESTATE EQUITIES INC

YEAR ENDED DECEMBER 31

IN THOUSANDS EXCEPT PER SHARE INFORMATION 2011 2010 2009

Revenuss

Rental $431359 $367184 $366731

Tenant recoveries 136.322 113351 102.968

Otherincome 5762 5213 11854

Totalrevenues 573443 485.748 481553

Expenses

Rental operations
168.627 132.181 122138

General and administrative 41163 34383 36296

Interest 63407 69509 82.111

Depreciation and amortization 157526 126033 117.246

Total expenses 430.723 362.106 357791

Income from continuing operations before loss on earlyextinguishment of debt 142720 123642 123762

Loss gain on earlyextinguishment of debt 6.485 45.168 11254

lncomefromcontinuingoperations 136.235 78474 135.016

Loss incomefrom discontinued operations net 888 1.106 6632

Gain on sales of land parcels 46 59442

Netincome 135393 139.022 141648

Net income attributable to noncontrolling interests 3.975 3729 7047

Dividends on preferred stock 28357 28357 28.357

Net income attributable to unvested restricted stock awards 1088 995 1270

Net incomeattributabletoAlexandria Real Estate Equities lnc.scommon stockholders $101.973 $105941 $104974

Earnings per share attributableto Alexandria Real Estate Equities Inc.s common stockholders basic

Continuingoperations
1.75 2.17 2.55

Discontinued operations net 0.02 0.02 0.17

Earningspersharebasic 1.73 2.19 2.72

Earnings per share attributable to Alexandria Real Estate Equities Inc.s common stockholders diluted

Continuingoperations
1.75 2.17 255

Discontinued operations net 0.02 0.02 0.17

Earningspersharediluted 1.73 2.19 2.72

The accompanying notes are an integral part of these consolidated financial statements
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ConsolidatedStatements of Changes in

Stockholders Equityand Noncontrolling Interests

ALEXANDRIA REAL ESTATE EQUITIES INC

DOLLARS IN THOUSANDS

Balance as of December 31.2008

Net income

Unrealized gain on marketable securities

Unrealized gain loss on interest rate hedge agreements

Foreign currency
translation

Comprehensive income

Comprehensive income attributableto noncontrolling

interests

Comprehensive income attributable to Alexandria Real

Estate Equities Inc

Contributions by noncontrolling interests

Distributions to noncontrolling interests

Redemptions of noncontrolling interests

Issuance of common stock net of offering costs

Issuances pursuantto stock plan

Equity component related to unsecured convertible

notes see Note

Dividends declared on preferred stock

Dividends declared on common stock

Earnings in excess of distributions

Balance as of December31 2009

Net income

Unrealized loss on marketable securities

Unrealized gain on interest rate hedge agreements

Foreign currency translation

Comprehensive income

Comprehensive income attributable to noncontrolling

interests

Comprehensive income attributable to Alexandria Real

Estate Equities Inc

Contributions by noncontrolling interests

Distributions to noncontrolling interests

Redemptionsof redeemable noncontrolling interests

Deconsolidation of investment in real estate entity

Exchange of 8.00% Unsecured Convertible Notes

Issuanceof common stock net ofofferingcosts

Issuances pursuant to stock plan

Dividends declared on preferred stock

Dividends declared on common stock

Earnings in excess of distributions

Balanceas of December 312010

The accompanying notes are an integral part ot these consolidated financial statements

SERIES

PREFERRED STOCK

$129638

$129638 $250000

ALEXANDRIA REAL ESTATE EQUITIES INC.S STOCKHOLDERS EQUITY

SERIES

CONVERTIBLE NUMBER OF ADDITIONAL

PREFERRED STOCK COMMON SHARES COMMON STOCK PAID-IN CAPITAL

$250000 31899037 $319 $1407294

11.600.000 116 488.047

347013 25786

25924

30.011

$438 $1977062

179

56 196100

52 342.290

22.065

28900

$550 $2566238

43846050

5620256

5175000

325619

$129638 $250000 54966.925
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ACCUMULATED REDEEMABLE

RETAINED OTHER NONCONTROLLING TOTAL NONCONTROLLING COMPREHENSIVE

EARNINGS COMPREHENSIVE LOSS INTERESTS EQUITY INTERESTS INCOME

$87241 $41090 $1741100 $33963

134601 2299 136900 4.748 $141648

1620 1.620 1620

30499 30.499 80 30419

21392 21383 21383

195070

6958

$188112

300 300 5255

2450 2.450 1393

1.052

488163

25789

25.924

28357 28357

76233 76233

30011

$33730 $41230 $2364638 $41441

135293 2501 137794 1228 $139022

1123 1123 1123

5236 5.236 80 5316

11282 24 11.306 11.306

154.521

3.833

$150688

723 723 674

2895 2895 1331

179 2167

24005

196156

342.342

22.069

28357 28357

77302 77.302

28900

734 $18335 $41583 $2970408 $15920
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ConsolidatedStatements of Changes in

Stockholders Equity and Noncontrolling Interests continued
ALEXANDRIA REAL ESTATE EQUITIES INC

DOLLARS IN THOUSANDS

Balance as of December31 2010 continued

Net income

Unrealized losson marketable securities

Unrealized gain on interest rate hedge agreements

Foreign currency translation

Comprehensive income

Comprehensive income attributable to noncontrolling

interests

Comprehensive income attributable to Alexandria

Real Estate Equities Inc

Contributions by noncontrolling interests

Distributions to noncontrolling interests

Equity component related to repurchase of unsecured

convertible notes see Note

Issuance of common stock net of offeringcosts

Issuances pursuant to stock plan

Dividends declared on preferred stock

Dividends declared on common stock

Distributions in excess of earnings

Balance asof December 312011

The accompanying notes are an integral part of these consolidated financial statements

SERIES

PREFERRED STOCK

$129638

ALEXANDRIA REAL ESTATE EQUITIES lN.S STOCKHOLDERS EQUITY

SERIES

CONVERTIBLE NUMBER OF ADDITIONAL

PREFERRED STOCK COMMON SHARES COMMON STOCK PAID-IN CAPITAL

$250000 54.966925 $550 $2566238

2981

6250.651 63 451.476

342.896 22383

8558

$129638 $250000 61560.472 $616 $3028558
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ACCUMULATED REDEEMABLE

RETAINED OTHER NONCONTROLLING TOTAL NONCONTROLLING COMPREHENSIVE

EARNINGS COMPREHENSIVE LOSS INTERESTS EQUITY INTERESTS INCOME

734 $18335 $41583 $2970408 $15920

131418 2.657 134075 1.318 $135393

2323 2323 2323

11827 11827 11827

25680 25 25655 50 25605

119292

4.050

$115242

1000 1.000

2.707 2707 1.263

2981

451539

22386

28357 28.357

112353 112353

8.558

$34511 $42558 $3416859 $16034
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Consolidated Statements of Cash Flows
ALEXANDRIA REAL ESTATE EQUITIES INC

YEAR ENDED DECEMBER 31

INTH0USANDS 2011

Operating ActivItIes

2010 2009

Net income 135393 139022 141648

Adjustments to reconcile net income to net cash provided byoperating activities

Depreciation and amortization 158026 126640 118508

Loss gainon earlyextinguishmentof debt 6485 45168 11.254

Amortization of loan fees and costs 9300 7892 7958

Amortization of debt premiums/discounts 3819 9999 10788

Amortization of acquired above and below market leases 9.332 7868 9.448

Deferred rent 26797 22832 14379

Stock compensation expense 11.755 10816 14051

Equity in income related to investments 48 39

Gain on sales of investments 4846 2302 3442

Loss on sales of investments 1795 722 1.342

Gain on sales of land parcels 46 59.442

Gain onsalesof real estate 24 2627

Non-cashimpairmentonrealestate 994

Changes in operating assets and liabilities

Restrictedcash 465 1679 1733

Tenant receivables 2.359 1301 2551

Deferred leasing costs 56.226 27577 36831

Other assets 22359 1839 14717

41.823 8720 24.856Accounts payable accrued expenses and tenant security deposits

Net cash provided byoperating activities 246960 227425 206954

InvestIng ActIvIties

Additionstoproperties 430.038 423.930 443085

Purchase of properties 305030 301709

Proceedsfrom salesof properties 20.078 275979 18021

Change in restricted cash related to construction projects 2.183 18.178 25760

Contributions to unconsolidated real estate entity 5.256 3.016

Transferof cash to unconsolidated real estate entity upon deconsolidation 154

Additions to investments 27999 15226 12895

Proceedsfrom investments 16849 4.714 5.633

Net cash used in investingactivities

The accompanying notes are an integral part of these consolidated financial statements

$733.579 $445 164 $406.566
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Consolidated Statements of Cash Flows continued
ALEXANDRIA REAL ESTATE EQUITIES INC

YEAR ENDED DECEMBER 31

INTHOUsANDS 2011 2010 2009

FinancingActivitles

Proceedsfromsecurednotespayable 121960

Principal reductions of secured notes payable 66.849 129.938 266875

Principal borrowings from unsecured line of credit and unsecured bank term loans 2756.000 854000 696000

Repayments of borrowings from unsecured line of credit 2.284.000 582000 895000

Proceedsfrom issuance of unsecured convertible notes 232950

Paymentonexchangeof 8.00% UnsecuredConvertibleNotes 43528

Repurchaseof unsecured convertible notes 221439 97.309 59204

Change in restrictedcash relatedtofinancings 7311 1.853 3222

Deferredfinancingcostspaid 27316 5273 5085

Proceedsfrom issuanceof common stock 451539 342.342 488.163

Proceedsfrom exerciseofstockoptions 2.117 2.877 3017

Dividends paid on common stock 106889 67874 86652

Dividendspaidon preferred stock 28.357 28357 28357

Contributions by redeemable noncontrolling interests 674 5255

Distributions to redeemable noncontrolling interests 1.263 1.331 1393

Redemption of redeemable noncontrolling interests 2346 1052

Contributions by noncontrolling interests 1.000 723 300

Distributions to noncontrolling interests 2.707 2895 2450

Netcash provided byfinancingactivities 479156 237912 198355

Effect of exchange rate changes on cash and cash equivalents 5230 431 724

Netdecrease increase in cashandcash equivalents 12.693 20.604 533

Cash and cash equivalents at beginning of period 91232 70628 71161

Cashandcashequivalentsatendof period 78539 91.232 70628

Supplemental Disclosure of Cash Flow Information

Cash paid duringtheyearfor interest net of interest capitalized 52.324 57.198 63.247

The accompanying notes are an integral part of these consolidated financial statements
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Notes to Consolidated

Financial Statements

ALEXANDRIA REAL ESTATE EQUITIES INC

NOTE

Backg round

References to the Company we our and us refer to Alexandria Real Estate Equities

Inc and its subsidiaries

Alexandria Real Estate Equities Inc Landlord of Choice to the Life Science IndustryZ

is the largest owner preeminent real estate investment trust REIT and leading life

science real estate company focused principally on science-driven cluster development

through the ownership operation management and selective acquisition development

and redevelopment of properties containing life science laboratory space We are the leading

provider of high-quality environmentally sustainable real estate technical infrastructure

and services to the broad and diverse life science industry Client tenants include institutional

universities and independent non-profit institutions pharmaceutical biotechnology

product and service entities clean technology medical device and government agencies Our

operating platform is based on the principle of clustering with assets and operations located

adjacent to life science entities driving growth and technological advances within each cluster

Our asset base contains 173 properties consisting of the following as of December 312011

RENTABLE SQUARE FEET

Operatingproperties 13567997

Development properties 818020

Redevelopment properties 919857

Total 15.305874

As of December31 2011 approximately 95% of our leases on rentable square

footage basis were triple net leases requiring tenants to pay substantially all real estate

taxes insurance utilities common area expenses and other operating expenses including

increases thereto in addition to base rent Additionally approximately 92% of our leases on

rentable square footage basis provided for the recapture of certain capital expenditures

Approximately 94% of our leases on rentable square footage basis contained effective

annual rent escalations that were either fixed or based on consumer price index or another

index Any references to the number of buildings square footage number of leases

occupancy and annualized base rent percentages in the notes to consolidated financial

statements are unaudited

NOTE

Basis of Presentation and Summary of

Significant Accounting Policies

BASIS OF PRESENTATION The accompanying consolidated financial statements include

the accounts of Alexandria Real Estate Equities Inc and its subsidiaries All significant

intercompany balances and transactions have been eliminated
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We hold interests together with certain third parties in companies that we consolidate

in our financial statements We consolidate the companies because we exercise significant

control over major decisions by these entities such as investment activity and changes in

financing

USE OF ESTI MATES The preparation of financial statements in conformity with United

States generally accepted accounting principles GAAP requires us to make estimates

and assumptions that affect the reported amounts of assets liabilities equity the disclosure

of contingent assets and liabilities as of the date of the consolidated financial statements

and the amounts of revenues and expenses during the reporting period Actual results could

materially differ from those estimates

RECLASSIFICATION Certain prior year amounts have been reclassified to conform to the

current year presentation

RATING SEGMENT We are engaged in the business of providing laboratory space for

lease to the life science industry Our properties are similar in that they provide space for lease

to the life science industry consist of laboratory improvements that are generic and reusable

for the life science industry are located in key life science cluster markets and have similar

economic characteristics Our chief operating decision maker reviews financial information

for our entire consolidated operations when making decisions on how to allocate resources

and in assessing our operating performance The financial information disclosed herein

represents all of the financial information related to our principal operating segment

INTERNATIONAL OPERATIONS The functional currency for our subsidiaries operating in

the United States is the United States dollar We have five operating properties in Canada

and construction projects in China and India The functional currencies for our foreign

subsidiaries are the local currencies in each respective country The assets and liabilities of

our foreign subsidiaries are translated into United States dollars at the exchange rate in effect

as of the financial statement date Income statement accounts of our foreign subsidiaries are

translated using the average exchange rate for the periods presented Gains or losses resulting

from the translation are included in accumulated other comprehensive loss as separate

component of total equity

The appropriate amounts of foreign exchange rate gains or losses included in

accumulated other comprehensive loss will be reflected in income when there is sale

or partial sale of our investment in these operations or upon complete or substantially

complete liquidation of the investment

RENTAL PROPERTIES NET LAND HELD FOR FUTURE DEVELOPMENT CONSTRUCTION

IN PROGRESS AND DISCONTINUED OPERATIONS We recognize assets acquired

including the intangible value to above or below market leases acquired in-place leases

tenant relationships and other intangible assets or liabilities liabilities assumed and any

noncontrolling interest in an acquired entity at their fair value as of the acquisition date The

value of tangible assets acquired is based upon our estimation of value on an as if vacant

basis The value of acquired in-place leases includes the estimated carrying costs during

the hypothetical lease-up period and other costs that would have been incurred to execute

similar leases considering market conditions at the acquisition date of the acquired in-place

lease We assess the fair value of tangible and intangible assets based on numerous factors

including estimated cash flow projections that utilize appropriate discount and capitalization

rates and available market information Estimates of future cash flows are based on number

of factors including the historical operating results known trends and market/economic

conditions that may affect the property We also recognize the fair values of assets acquired

the liabilities assumed and any noncontrolling interest in acquisitions of less than 100%
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interest when the acquisition constitutes change in control of the acquired entity In

addition acquisition-related costs and restructuring costs are expensed as incurred

The values allocated to land improvements tenant improvements equipment buildings

and building improvements are depreciated on straight-line basis using an estimated life

of 20 years for land improvements the respective lease term for tenant improvements the

estimated useful life for equipment and the shorter of the termof the respective ground lease

and up to 40 years for buildings and building improvements The values of acquired above and

below market leases are amortized over the lives of the related leases and recorded as either

an increase for below market leases or decrease for above market leases to rental income

The values of acquired above and below market leases are included in accounts payable

accrued expenses and tenant security deposits in the accompanying consolidated balance

sheets and amortized over the remaining terms of the related leases

We are required to capitalize direct construction and development costs including

predevelopment costs interest property taxes insurance and other costs directly related

and essential to the acquisition development redevelopment or construction of

project Capitalization of development redevelopment and construction costs is required

while activities are ongoing to prepare an asset for its intended use Fluctuations in our

development redevelopment and construction activities could result in significant changes

to total expenses and net income Costs incurred after project is substantially complete and

ready for its intended use are expensed as incurred Should development redevelopment or

construction activity cease interest property taxes insurance and certain other costs would

no longer be eligible
for capitalization and would be expensed as incurred Expenditures for

repairs and maintenance and demolition are expensed as incurred

property is classified as held for sale when all of the following criteria for plan of

sale have been met management having the authority to approve the action commits

to plan to sell the property the property is available for immediate sale in its present

condition subject only to terms that are usual and customary an active program to

locate buyer and other actions required to complete the plan to sell have been initiated

the sale of the property is probable and is expected to be completed within one year

the property is being actively marketed for sale at price that is reasonable in relation

to its current fair value and actions necessary to complete the plan of sale indicate

that it is unlikely that significant changes to the plan will be made or that the plan will be

withdrawn When all of these criteria have been met the property is classified as held for

sale its operations including any interest expense directly attributable to it are classified as

discontinued operations in our consolidated statements of income and amounts for all prior

periods presented are reclassified from continuing operations to discontinued operations

Depreciation of assets ceases upon designation of property as held for sale

Long-lived assets to beheld and used including our rental properties land held for

future development construction in progress and intangibles are individually evaluated for

impairment when conditions exist that may indicate that the carrying amount of long-lived

asset may not be recoverable The carrying amount of long-lived asset to be held and used

is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result

from the use and eventual disposition of the asset Impairment indicators for long-lived

assets to be held and used including our rental properties land held for future development

and construction in progress are assessed by project and include but are not limited to

significant fluctuations in estimated net operating income occupancy changes construction

costs estimated completion dates rental rates and other market factors We assess the

expected undiscounted cash flows based upon numerous factors including but not limited

to construction costs available market information historical operating results known

trends and market/economic conditions that may affect the property and our assumptions

about the use of the asset including if necessary probability-weighted approach if multiple

outcomes are under consideration Upon determination that an impairment has occurred

write-down is recorded to reduce the carrying amount to its estimated fair value
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We use held for sale impairment model for our properties classified as held for

sale The held for sale impairment model is different from the held and used impairment

model Under the held for sale impairment model an impairment loss is recognized if the

carrying amount of the long-lived asset classified as held for sale exceeds its fair value less

cost to sell

VARIABLE INTEREST ENTITY We consolidate avariable interest entity VIE if it is

determined that we are the primary beneficiary an evaluation that we perform on an ongoing

basis VIE is broadly defined as an entity in which either the equity investors as

group if any do not have controlling financial interest or the equity investment at risk

is insufficient to finance that entitys activities without additional subordinated financial

support We use qualitative analyses when determining whether or not we are the primary

beneficiary of VIE Factors considered include but are not limited to the purpose and

design of the VIE risks that the VIE was designed to create and pass through the form of our

ownership interest our representation on the entitys governing body the size and seniority

of our investment our ability to participate in policy-making decisions and the rights of the

other investors to participate in the decision-making process and to replace us as manager

and/or liquidate the venture if applicable Our ability to correctly assess our influence or

control over an entity at the inception of our involvement with the entity or upon reevaluation

of the entitys continuing status as VIE and determine the primary beneficiary of VIE

affects the presentation of these entities in our consolidated financial statements

CASH AND CAS EQUIVALENTS We consider all highly liquid investments with original

maturities of three months or less when purchased to be cash and cash equivalents The

majority of our cash and cash equivalents are held at major commercial banks in accounts

that may at times exceed the Federal Deposit Insurance Corporation FDIC limit of

$250000 We have not experienced any losses to date on our invested cash

RESTRICTED CASH Restricted cash primarily consists of funds held in trust under the terms

of our secured bank loans funds held in escrow related to our capital expenditures and funds

held for various other deposits

INVESTMENTS We hold equity investments in certain publicly traded companies and

privately held entities primarily involved in the life science industry All of our investments in

publicly traded companies are considered available for sale and are recorded at fair value

Fair value has been determined based upon the closing price as of each balance sheet date

with unrealized gains and losses shown as separate component of comprehensive income

The classification of each investment is determined at the time each investment is made and

such determination is reevaluated at each balance sheet date The cost of each investment

sold is determined by the specific identification method with net realized gains included in

other income Investments in privately held entities are generally accounted for under the

cost method when our interest in the entity is so minor that we have virtually no influence

over the entitys operating and financial policies Additionally we limitour ownership

percentage in the voting stock of each individual entity to less than 10% As of December31

2011 and 2010 our ownership percentage in the voting stock of each individual entity was less

thanl0%

Individual investments are evaluated for impairment when changes in conditions exist

that may indicate an impairment The factors that we consider in making these assessments

include but are not limited to market prices market conditions available financing

prospects for favorable or unfavorable clinical trial results new product initiatives and

new collaborative agreements If there are no identified events or changes in circumstances

that would have an adverse effect on our cost method investments we do not estimate

the investments fair value For all of our investments if decline in the fair value of an

investment below the carrying value is determined to be other-than-temporary such
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investment is written down to its estimated fair value with non-cash charge to current

earnings We use significant other observable inputs and significant unobservable

inputs to determine the fair value of privately held entities

LEASING COSTS Costs directly related and essential to our leasing activities are capitalized

and amortizedon straight-line basis over the termof the related lease Costs related to

unsuccessful leasing opportunities are expensed

LOA FEES AND COSTS Fees and costs incurred in obtaining long-term financing are

capitalized Capitalized amounts are amortized over the termof the related loan and the

amortization is included in interest expense in the accompanying consolidated statements

of income

INTEREST RATE SWAP AG REEMENTS We utilize interest rate swap agreements to hedge

portion of our exposure to variable interest rates primarily associated with our unsecured line

of credit and unsecured bank termloans We recognize our interest rate swap agreements

as either assets or liabilities on the balance sheet at fair value The accounting for changes

in fair value i.e gains or losses of derivative instrument depends on whether it has

been designated and qualifies as part of hedging relationship and further on the type of

hedging relationship For those derivative instruments that are designated and qualify as

hedging instruments company must designate the hedging instrument based upon the

hedged exposure as fair value hedge cash flow hedge or hedge of net investment

in foreign operation We do not use derivatives for trading or speculative purposes and

currently all of our derivatives are designated as hedges Our interest rate swap agreements

are considered cash flow hedges because they are designated and qualify as hedges of the

exposure to variability in expected future cash flows Hedge accounting generally provides

for the matching of the timing of gain or loss recognition on the hedging instrument with the

recognition of the changes in the earnings effect of the hedged forecasted transactions in

cash flow hedge

Interest rate swap agreements designated as cash flow hedges involve the receipt

of variable rate amounts from counterparty in exchange for the Company making fixed

rate payments over the life of the interest rate swap agreements without exchange of the

underlying notional amount

The effective portion of changes in the fair value of our interest rate swap agreements

that are designated and that qualify as cash flow hedges is recorded in accumulated other

comprehensive income The amount is subsequently reclassified into earnings in the period

during which the hedged forecasted transactions affect earnings

The fair value of each interest rate swap agreement is determined using widely accepted

valuation techniques including discounted cash flow analyses on the expected cash flows

of each derivative These analyses reflect the contractual terms of the derivatives including

the period to maturity and use observable market-based inputs including interest rate

curves and implied volatilities also referred to as significant other observable inputs

The fair value of our interest rate swap agreements is determined using the market standard

methodology of netting the discounted future fixed cash payments and the discounted

expected variable cash receipts The variable cash receipts are based on an expectation of

future interest rates forward curves derived from observable market interest rate curves

The fair value calculation also includes an amount for risk of non-performance using

significant unobservable inputs such as estimates of current credit spreads to evaluate the

likelihood of default which we have determined to be insignificant to the overall fair value of

our interest rate swap agreements

RENTAL INCOME AND TENANT RECOVERIES Rental income from leases with scheduled

rent increases free rent incentives and other rent adjustments is recognized on straight

line basis over the respective lease terms We include amounts currently recognized
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as income and expected to be received in later years in deferred rent receivable in the

accompanying consolidated balance sheets Amounts received currently but recognized as

income in future years are included as deferred rent in accounts payable accrued expenses

and tenant security deposits in our consolidated balance sheets We commence recognition

of rental income at the date the property is ready for its intended use and the tenant takes

possession of or controls the physical use of the property

Tenant recoveries related to reimbursement of real estate taxes insurance utilities

repairs and maintenance and other operating expenses are recognized as revenue in the

period the applicable expenses are incurred

We maintain an allowance for estimated losses that result from the inability of our

tenants to make payments required under the termsof their respective leases and for tenant

recoveries due We recognize additional bad debt expense in future periods if tenant fails

to make contractual payment beyond any allowance As of December31 2011 and 2010 we

had no allowance for estimated losses

INTEREST INCOME Interest income was approximately $852000 $750000 and $1503000

during the years ended December 3120112010 and 2009 respectively and was included in

other income in the accompanying consolidated statements of income

STOCK-BASED COMPENSATION EXPENSE Wehave historically issued two forms of

stock-based compensation under our equity incentive plan options to purchase common

stock options and restricted stock awards We have not granted any options since 2002

We recognize all stock-based compensation in the consolidated statement of income based

on the grant-date fair value The fair value of restricted stock awards is recorded based on

the market value of the common stock on the grant date and such cost is then recognized

on straight-line basis over the period during which the employee is required to provide

services in exchange for the award the vesting period We are required to compute stock-

based compensation based on awards that are ultimately expected to vest and as result

future forfeitures of awards are estimated at the time of grant and revised if necessary in

subsequent periods if actual forfeitures differ from those estimates No compensation cost is

recognized for equity instruments that are forfeited or are anticipated to be forfeited

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS InJuly2Oll theFinancial

Accounting Standards Board FASB and the International Accounting Standards Board

IASB collectively the Boards reissued joint proposal for new standard for lease

accounting by both lessors and lessees which was first issued in August 2010 The lease

accounting proposal is anticipated to result in differences from existing GAAP Leases would

no longer be classified as operating or capital leases and all leases would be recorded on

balance sheets using financing model except for leases with termsof one year or less

Lessees would no longer recognize lease expense on straight-line basis and rent expense

might be higher in earlier periods of the lease term Reassessment of key considerations such

as lease term or residual value guarantees would be required throughout the life of lease

The Boards have tentatively decided that lessors should apply single approach to all leases

and recognize lease receivable and residual asset for each lease except for leases of one

year or less or leases of investment property carried at fair value Certain lessors would be

excluded from this accounting including lessors meeting the definition of an investment

property entity IPE or investment company and would recognize investment properties

at fair value with changes in fair value recognized in the consolidated statements of income

No date has been proposed for the issuance of final standard and the effective date has not

been determined We anticipate that the adoption of the final standard may have material

impact on our consolidated financial statements

In October 2011the FASB proposed new standard for entities that invest primarily

in real estate properties and meet other criteria An entity that qualifies as an IPE would

measure real estate investment property at fair value with changes in fair value reported in
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net income The proposed definition of an IPE requires meeting specific criteria including

substantially all of the entitys business activities are investing in real estate properties

the express business purpose of the entity is to invest in real estate properties for total

return including capital appreciation ownership of the entity is represented by units of

investment in the form of equity or partnership interests to which portion of net assets are

attributed there is significant pooling of funds of investors unrelated to the IPEs parent

if parent exists and the entity provides financial results about activities to investors

The proposed definition of an IPE will likely evolve during the review of the proposed

standard therefore it is unclear today if the Company will qualify as an IPE If we do not

meet the definition of an IPE we may be required to evaluate whether we will be subject

to investment company accounting rules Investment companies are subject to fair value

accounting and are expected to be excluded from the proposed lessor accounting described in

the paragraph above The proposal requires IPEs to recognize rental revenue when received

or when receivable pursuant to the contractual terms of the lease thereby eliminating

rental revenue recognition on straight-line basis IPE5 will not follow the proposed lessor

accounting described in the paragraph above The proposal requires an IPE to separately

present on its financial statements rental revenue from investment properties rental

operating expenses from investment properties fair value of investment properties and

debt related to investment properties The FASBs proposal if adopted would represent

significant change from our current accounting model No date has been proposed for the

issuance of final standard and the effective date has not been determined We anticipate

that the adoption of the final standard may have material impact on our consolidated

financial statements

In May2011 the FASB issued an Accounting Standards Update ASU to substantially

converge the guidance in CAAP and IFRS on fair value measurements and disclosures The

ASU changes several aspects of the fair value measurement guidance in FASB Accounting

Standards Codification 820 Fair Value Measurement including the application of the

concepts of highest and best use and valuation premise the introduction of an option

to measure groups of offsetting assets and liabilities on net basis the incorporation of

certain premiums and discounts in fair value measurements and the measurement of

the fair value of certain instruments classified in stockholders equity In addition the ASU

includes several new fair value disclosure requirements such as information about valuation

techniques and significant unobservable inputs used in fair value measurements and

narrative description of the fair value measurements sensitivity to changes in significant

unobservable inputs The ASU is effective for public companies during the interim and annual

periods beginning after December 152011 We will adopt the ASU in the first quarter of fiscal

2012 We anticipate that the adoption of the ASU may affect valuation methodologies however

we do not expect the adoption of the final standard to have material impact on our consolidated

financial statements

In June 2011 the FASB issued an ASU to make presentation of items within other

comprehensive income OCI more prominent Entities are required to present items of

net income items of OCI and total comprehensive income either in single continuous

statement or in two separate but consecutive statements There no longer exists the option to

present OCI in the statement of changes in stockholders equity In December 2011 the FASB

decided to defer the requirement that companies present reclassification adjustments for

each component of accumulated other comprehensive income AOCI in both net income

and OCI on the face of the financial statements Reclassifications out of AOCI will be either

presented on the face of the financial statement in which OCI is presented or disclosed in the

notes to the financial statements This deferral does not change the requirement to present

items of net income items of OCI and total comprehensive income in either one continuous

statement or two separate consecutive statements The ASU is effective for public companies

during the interim and annual periods beginning after December 152011 We will adopt

the ASU in the first quarter of fiscal 2012 We anticipate the adoption of the ASU will not

materially affect the presentation of our consolidated financial statements
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NOTE

Investments in Real Estate Net

Our investments in real estate net consisted of the following as of December31 2011 and

2010 dollars in thousands

2011 2010

SQUARE SQUARE

DECEMBER 31 BOOK VALUE FOOTAOE BOOK VALUE EOOTAOE

Rental properties $5.1 12759 13567997 $4546769 12429758

Less accumulated depreciation 742.535 616007

Rental properties net 4370224 3930762

Construction in progress CIP/currentvalue-added projects

Activedevelopment 198.644 818020 134758 475818

Active redevelopment 281.555 919857 248651 755.463

ProjectsinlndtaandChina 106775 817000 98.327 973000

Generic infrastructure/building improvement projects 92.338

679.312 2554877 481736 2204281

Land/f uture value-added projects

Landheldforfuturedevelopment 341678 10.939.000 431.838 8.328.000

Land undergoing preconstruction activities additional CIP111 574884 2668000 563800 3014000

916.562 13607000 995638 11342000

Investment in unconsolidated real estate entity 42342 414.000 36.678 428.000

Investments in real estate neti2i $6008440 30143874 5444814 26.404.039

Wegenerally will sst commence ground-up development of any parcels sndergoing preconstruction activities without

first securing significant pre-leasing for such space If vertical aboveground construction is not initiated at completion of

preconstruction activit ies the land parcel will he classified as land held for future development The two largest proiects

included in preconstruction as of December 312011 consisted of our i.e million denelopable square feet at Alevandria

Center at Kendall square in Cambridge Massachusetts and our4O7.000 developable square toot site for the second

tower at Alenandria Centers for Life Science New York City

In addition to assets included in our investments of real estate net we also hold options/rights for parcels supporting

apprvnimately 3.0 million developable square feet These parcels consist of parcel supportingthe future ground-up

development of approvimately 385.000 rentable square feet in Alevandria Centerm for Life science New York City related

to an option under our gruund lease the right to acquire land parcels supporting ground-up development ot e3e.000

rentable square feet in Edinburgh Scotland and an option to increase our lund use rights by upto approvimately 2.0

million additional developable square feet in China

RENTAL PROPERTIES NET LAND HELD FOR FUTURE DEVELOPMENT AND

CONSTRUCTION IN PROGRESS As of December 312011 and 2010 we hadvarious projects

classified as construction in progress including development and redevelopment projects

projects in India and China and land undergoing preconstruction activities As of December

312011 and 2010 we had 818020 and 475818 rentable square feet respectively undergoing

active ground-up development consisting of vertical aboveground construction of life

science properties Additionally as of December 31 2011 and 2010 we had 919857 and

755463 rentable square feet respectively undergoing active redevelopment We also had

construction projects in India and China aggregating approximately 817000 and 973000

rentable square feet as of December31 2011 and 2010 respectively We are required to

capitalize project costs indirect project costs and interest during the period an asset is

undergoing activities to prepare it for its intended use Capitalization of interest ceases

after project is substantially complete and ready for its intended use In addition should

construction activity cease interest would be expensed as incurred

RI 2022 ANNUAL REPORT



Additionally as of December 312011 and 2010 we had approximately $341.7 million

and $431.8 million respectively of land held for future development aggregating 10.9

million and 8.3 million rentable square feet respectively Land held for future development

represents real estate we plan to develop in the future but on which as of each period

presented no construction activities were ongoing As result interest property taxes

insurance and other costs are expensed as incurred Additionally as of December31 2011

and 2010 we had an aggregate of 2.7 million and 3.0 million rentable square feet respectively

undergoing preconstruction activities consisting of Building Information Modeling or

3-D virtual modelingdesign development and construction drawings sustainability and

energy optimization review budgeting planning for future site and infrastructure work

and other activities prior to commencement of vertical construction of aboveground shell

and core improvements that are also classified as construction in progress Our objective

with preconstruction is to reduce the time it takes to deliver projects to prospective tenants

Project costs are capitalized as cost of the project during periods when activities necessary

to prepare an asset for its intended use are in progress We generally will not commence

ground-up development of any parcels undergoing precoristruction activities without first

securing significant pre-leasing for such space If vertical aboveground construction is

not initiated at completion of preconstruction activities the land parcel will be classified

as land held for future development The two largest projects included in preconstruction

consisted of our 1.6 million developable square feet at Alexandria Center at Kendall Square

in Cambridge Massachusetts and our 407000 developable square foot site for the second

tower at Alexandria Center for Life Science New York City

Minimum lease payments to be received under the terms of the operating lease

agreements in effect as of December31 2011 are outlined in the table below in thousands

These amounts exclude expense reimbursements

YEAR AMOUNT

2012 370344

2013 364752

2014 342160

2015 304.731

2016 279586

Thereafter 1319210

Total $2980783

The values of acquired above and below market leases net of related amortization as of

December 31 2011 and 2010 were as follows in thousands

DECEMBER31 2011 2010

Value of acquired above and below market leases 55.599 55.599

Accumulated amortization 37678 28333

Valueofacquiredaboveand below market leases net 17.921 27.266
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For the years ended December 31 20112010 and 2009 we recognized net increase

in rental income of approximately $9.3 million $7.9 million and $9.4 million respectively

related to the amortization of acquired above and below market leases The weighted average

amortization period of acquired above and below market leases was approximately 3.4 years

as of December 312011 The estimated annual amortization of the value of acquired above

and below market leases for each of the five succeeding years is as follows in thousands

YEAR AMOUNT

2012 $3200

2013 3316

2014 3.223

2015 3011

2016 2641

The values of our other identified intangible assets primarily acquired in-place leases net

of related amortization are included in other assets in the accompanying consolidated balance

sheets As of December31 2011 and 2010 these amounts were as follows in thousands

DECEMBER31 2011 2010

Valueof acquired in-placeleases $46655 32.599

Accumulatedamortization 25072 22562

Valueof acquired in-place leases net 21583 10037

Amortization for these intangible assets included in depreciation and amortization

expense in the accompanying consolidated statements of income was approximately $3.4

million $3.2 million and $4.0 million for the years ended December 3120112010 and

2009 respectively As of December 312011 the estimated annual amortization expense for

in-place leases is expected to be recognized over weighted average period of approximately

10.0 years and is as follows for each of the five succeeding years in thousands

YEAR AMOUNT

2012 $2863

2013 2.537

2014 2238

2015 2081

2016 1.879
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INVESTMENT IN UNCONSOLIDATED REAL ESTATE ENTITY During the year ended

December 312007 we formed an entity with development partner for the purpose of

owning developing leasing managing and operating development parcel supporting

future building aggregating 414000 rentable square feet The development parcel serves as

collateral for non-recourse secured loan due in March 2012 with an outstanding balance of

$38.4 million as of December 312011 and 2010 We also have an option to extend the maturity

date to April2013 During the year ended December 312009 the entity entered into an

interest rate cap agreement related to the secured note with notional amount approximating

$38.4millioneffective May 152009 andterminating onJanuary3 2012 The agreement sets

ceiling on one-month LIBOR at 2.50% related to the secured note As of December3l2011our

investment in the unconsolidated entitywas approximately $42.3 million

Our investment in the unconsolidated real estate entity is adjusted for additional

contributions and distributions the proportionate share of the net earnings or losses and

other comprehensive income or loss Distributions profits and losses related to this entity

are allocated in accordance with the operating agreement When circumstances indicate

that there may have been reduction in value of an equity investment we evaluate the equity

investment and any advances made for impairment by estimating our ability to recover our

investment from future expected cash flows If we determine that the loss in value is other

than temporary we recognize an impairment charge to reflect the equity investment and

any advances made at fair value As of December31 2011 there were no indications of

reduction in the value of our investment in the unconsolidated real estate entity

NOTE

Deferred Leasing and Financing Costs

The following table summarizes our deferred leasing and financing costs net as of December

312011 and 2010 in thousands

DECEMBER31 2011 2010

Deferred leasingcosts 229.196 $171715

Accumulated amortization 124.662 98.385

Deferred Ieasingcosts net 104534 73330

Dci erred financing costs 82.097 60.078

Accumulated amortization 51081 44362

Deferredfinancingcostsnet 31.016 15716
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NOTE

Investments

We hold equity investments in certain publicly traded companies and privately held entities

primarily involved in the life science industry The following table summarizes our

available for sale securities as of December 312011 and 2010 in thousands

DECEMBER 31 2011 2010

Adjusted cost of available for sale securities $2401 $1876

Grossunrealizedgains 4206 6196

Grossunrealizedlosses 372 39

Fairvalue of availablefor sale securities $6235 $8033

Investments in available for sale securities with gross unrealized losses as of

December31 2011 had been in continuous unrealized loss position for less than 12

months We have the ability
and intent to hold these investments for reasonable period of

time sufficient for recovery of our investment We believe that these unrealized losses are

temporary and accordingly we have not recognized an other-than-temporary impairment

related to available for sale securities as of December 312011

The following table outlines our investment in privately held entities as of December31

2011 and 2010 in thousands

DECEMBER 31 2011 2010

Investments accounted for underthe equity method 32 82

Investments accounted for underthe cost method 89510 75784

Total investment in privately held entities $89542 $75866

As of December31 2011 and 2010 there were no unrealized losses in our investments in

privately held entities

The following table outlines our net investment income which is included in other

income in the accompanying consolidated statements of income for the years ended

December 3120112010 and 2009 in thousands

YEAR ENDED DECEMBER31 2011 2010 2009

Equityinincomerelatedtoequitymethodinvestments 48 39

Gross realized gains 4846 2.302 3442

Gross realized losses 1795 722 1342

Netinvestmentincome 3051 $1628 2139

Amount reclassified from accumulated other comprehensive

incometo realizedgains net 2561 $1415 2272
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NOTE

Secured and Unsecured Debt

The following tables summarize secured and unsecured debt as of December31 2011 in

thousands

Represents the contractual interest rate as ot the end nt the period plus the impact ot debt premiums/discounts and

our interest rate swap agreementn on oar outstanding debt The weighted average interest rate eocludes banb fees and

amortization of loan tees See also Note Interest Rate Swap Agreements The weighted average interest rate related

to outstanding borrowings for our unhedged floating rate debt is based upon one-month LIBOR The interest rate resets

periodically and will nary in future periods

Total commitments available for borrowing aggregate $1.5 billion underoar unsecured line of credit As of December 31

2011 we had $1.1 billion available for borrowing under our unsecured line of credit

Our unsecured line of credit and unsecured banh term loans may be repaid prior to the maturity dates of these loans without

prepayment penalty The maturity dates of these loans areas follows

XTATE0 MnTueiTn owc cOTENOION OPTION EXTENDED MATURiTY DATE

Unsecured linestcredit January 2Ot4 Twoeotensisns January 2015

uthmonthseach

2012 Unsecured Banb Term Loan October 2012 N/A October 2012

2018 Unsecured Banb Term Loan June2OlS Oneyear June 2016

2017 Unsecured BankTerm Loan January 2016 Oneynar January2017

Each eotension option shown above represents eutensions at our sole election with delivery ot notice to our lenders

Interest on outstanding borrowings snderour unsecured line of credit or unsecured banh term loans are based upon our

election of LIBOR tsr one two three or sin months plus an applicable margin

DsringJanuary 2012 we repurchased approoimately $83.8 million In principal amount of our 3.70% unsecured convertible

notes 3.70% Unsecured Convertible Notes at par pursuant to options esercised by holders thereof underthe indenture

governing the notes Apprsoumately $1.0 million of our 3.70% Unsecured Convertible Notes remained outstanding as of

February 212012

SECURED NOTES PAYABLE

NONCONTROLLING

INTERESTS SHARE

UNSECURED DEBT

TOTAL LINEOFCREDITAND

CONSOLIDATED BANK TERM LOANS

CONVERTIBLE

NOTESOUR SHARE

2012 10493 364 10857 250.000 $84801

2013 51869 384 52253

2014 284731 20869 305600 250

2015 7171 7171 370000

2016 233454 233454 750000

ThBrBatter 115790 115790 600000

Subtotal $703508 $21617 725125 1970000 85051

Unamortizgd discounts 820 92

Total $724305 $1970000 $84959

PERCENTAGE OF WEIGHTED AVERAGE WEIGHTED

FIXED RATE/ FLOATING OUTSTANDING INTEREST RATE AT AVERAGE

HEDGED RATE TOTAL BALANCE END OP PERIOD REMAINING TERM

647585SBcurBdnotBspayablB 76720 724305 26.1% 5.77% 4.lYBars

UnsBcurBdlinBofcrBdit121 370000 370000 13.3 2.59 3lygarsiSi

2ol2unsecuredBanluTermLoan 250000 250000 9.0 5.63 0.8YearSi3I

2Ol6UnSBcuredBankTermLoan 750000 750000 27.0 3.28 4.SYears131

20l7UnSecurBdBankTBrmLoan 450000 150000 600.000 21.6 1.93 5.lyearsi3l

Unsgcurgdconvgrtiblgnotes 84.959 84959 3.0 5.97 150 Days141

Totaldbt $2182544 $596720 $2779264 100.0% 3.84% 3.gYgars
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SECURED NOTES PAYABLE Future principal payments due on secured notes payable as of

December 31 2011 were as follows in thousands

DESCRIPTION

Other 5cheduled principal repayments/amortization

2Ol2Total

Represents the contractual interest rate as of the end of the period plus the impact of debt premiums/discounts The

effective rate excludes bank fees and amortization of loan fees

MATURITY STATED EFFECTIVE

DATE TYPE RATE RATE111 AMOUNT

10857

10.857

SanDiego 3/1/13 InsuranceCo 6.21% 6.21% 7.934

SuburbanWashingtonD.C 9/1/13 CMBS 6.36 6.36 26093

SanFrancisco 11/16/13 Other 6.14 6.14 7527

Other scheduled principal repayments/amortization 10.699

2Ol3TotaI 52253

Suburban Washington D.C 4/20/14 Bank 2.29% 2.29% 76000

GreaterBoston 4/1/14 InsuranceCo 5.26 5.59 208.685

San Diego
7/1/14 Bank 6.05 4.88 6.458

San Diego
11/1/14 Bank 5.39 4.00 7495

Seattle 11/18/14 Other 5.90 5.90 240

Other scheduled principal repayments/amortization
6722

2Ol4Total $305600

Other scheduled principal repayments/amortization 7171

2Ol5Total 7171

San Diego San Francisco and Greater Boston 1/1/16 CMBS 5.73% 5.73% 75.501

GreaterBostonandGreaterNYC 4/1/16 CMBS 5.82 5.82 29.389

SanFrancisco 8/1/16 CMBS 6.35 6.35 126715

Other scheduled principal repayments/amortization 1.849

2Ol6Total $233454

Thereafter 115.790

Subtotal
725.125

Unamortized discounts 820

Total
724.305
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UNSECURED LINE OFCREDITAND UNSECURED BANK TERM LOANS Thefollowingtables

summarize balances outstanding under our unsecured line of credit and unsecured bank

term loans as of December 31 2011 and 2010 in thousands

DECEMBER 31 2011

BALANCE APPLICABLE MARGIN INTEREST RATE MATURITY DATE

Unsecuredlineofcredit 370000 2.30% 2.59% January2015

2012 Unsecured Bank Term Loan 250000 0.70% 5.63% October2012

2016 Unsecured Bank Term Loan 750000 1.65% 3.28% June2016

2017 Unsecured BankTerm Loan 600.000 1.50% 1.93% January2017

Total $1970000

DECEMBER 31 2010

BALANCE APPLICABLE MARGIN INTEREST RATE

Unsecuredlineofcredit 748000 1.00% 1.26%

2012 Unsecured BankTerm Loan 750000 1.00% 4.41%

Total $1498000

Represents the Contractual interest rate as of the end of the period plus the impact of debt premiums/discounts

The interest rate eocludes bank fees and amortization of loan fees

UNSECURED CREDIT FACILITY InJanuary 2011 we enteredinto athird amendment the

Third Amendment to our second amended and restated credit agreement dated October

312006 as further amended on December 12006 and May 22007 the Prior Credit

Agreement and as amended by the Third Amendment the Amended Credit Agreement

with Bank of America N.A as administrative agent and certain lenders The Third

Amendment amended the Prior Credit Agreement to among other things increase the

maximum permitted borrowings under the unsecured line of credit from $1.15 billion to $1.5

billion plus $750 million unsecured bank term loan the 2012 Unsecured Bank Term Loan

and together with the unsecured line of credit the Unsecured Credit Facility and provided

an accordion option to increase commitments under the Unsecured Credit Facility by up to

an additional $300 million Borrowings under the Unsecured Credit Facility bear interest at

LIBOR or the specified base rate plus in either case margin specified in the Amended Credit

Agreement the Applicable Margin The Applicable Margin for the LIBOR borrowings

under the 2012 Unsecured Bank Term Loan was not amended in the Third Amendment

Under the Third Amendment the maturity date for the unsecured revolving credit

facility will be January 2015 assuming we exercise our sole right under the amendment to

extend this maturity date twice by an additional six months after each exercise The maturity

date for the 2012 Unsecured Bank Term Loan is October2012 During 2011 we reduced the

outstanding borrowings on the 2012 Unsecured Bank Term Loan from $750 million to $250

million As result of this early repayment we recognized loss on early extinguishment of

debt of approximately $1.2 million related to the write-off of unamortized loan fees
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2016 UNSECURED BANK TERM LOAN In February 2011 we entered into $250 million

unsecured bank term loan In June 2011 we amended this $250 million unsecured bank term

loan as amended the 2016 Unsecured Bank Term Loan to among other things increase

the borrowings from $250 million to $750 million and to extend the maturity fromJanuary

2015 to June 2016 assuming we exercise our sole right to extend the maturity date by one

year Borrowings under the 2016 Unsecured Bank Term Loan bear interest at LIBOR or the

specified base rate plus in either case margin specified in the amended unsecured bank

term loan agreement Under the 2016 Unsecured Bank Term Loan agreement the financial

covenants were not amended and are identical to the financial covenants required under our

existing Unsecured Credit Facility The 2016 Unsecured Bank Term Loan may be repaid at any

date prior to maturity without prepayment penalty The net proceeds from this amendment

were used to reduce outstanding borrowings on the 2012 Unsecured Bank Term Loan from

$750 million to $250 million

2017 UNSECURED BANK TERM LOAN In December2011 we closed new $600 million

unsecured bank term loan the 2017 Unsecured Bank Term Loan which matures in

January2017 assuming we exercise our sole right to extend the maturity date by one

year Borrowings under the 2017 Unsecured Bank Term Loan bear interest at LIBOR or the

specified base rate plus in either case margin specified in the unsecured bank term loan

agreement The 2017 Unsecured Bank Term Loan may be repaid at any date prior to maturity

without prepayment penalty The net proceeds from this 2017 Unsecured Bank Term Loan

were used to reduce outstanding borrowings on our unsecured line of credit

The requirements of the key financial covenants under the Unsecured Credit Facility the

2016 Unsecured Bank Term Loan and the 2017 Unsecured Bank Term Loan are as follows

COVENANT REQUIREMENT

Leverage Ratio111 Less than or equal to 600%

Unsecured Leverage Ratio Less than or equal to 60.0%

FixedChargeCoverageRatio Greaterthartorequalto 1.5x

UnsecuredDebtyield Greaterthanorequalto 12.00%

Minimum Book Value Greaterthan orequal tothe sum of $2.Obillion and

50% of the net proceeds of equity offerings after

January 28.2011

Secured Debt Ratio Less than or equal to 40.0%

The leverage ratio threshold under our 2017 Unsecured Bank Term Loan may increase from 60% to 65% for the quarter in

which material acquisition occurs and for each of the three quarters following such an event

In addition the terms of the agreements restrict among other things certain

investments indebtedness distributions mergers developments land and borrowings

available for developments land and encumbered and unencumbered assets As of

December31 2011 we were in compliance with all such covenants
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UNSECURED CONVERTIBLE NOTES The following tables summarize the balances

significant terms and components of interest cost recognized excluding amortization of

loan fees and before the impact of capitalized interest on our unsecured convertible notes

dollars in thousands

DECEMBER31 2011

Principal amount 250 250 $84801 $301934

Unamortizeddiscount 15 20 77 6.871

Netcarryingamountofliabilitycomponent 235 230 $84724 $295063

Carryingamountofequitycomponent 27 27 8.080 28.769

Numberofsharesonwhichtheaggregate 6087 6047 N/A11 N/A111

consideration to be delivered on

conversion is determined

Issuance date April2009 January 2007

Stated interest rate 8.00% 3.70%

Effective interest rate 11.00% 5.96%

Conversion rate per $1000 principal value 24.3480 8.5207

of unsecured convertible notes as adjusted

8.00% UNSECURED CONVERTIBLE NOTES 3.70% UNSECURED CONVERTIBLE NOTES

yEAR ENDED DEcEMBER 31 2011 2010 2009 2011 2010 2009

Contractualinterest $20 8806 $13013 $6013 $14093 $15108

Amortizationofdiscountonliabilitycomponent 2081 2912 3.529 7914 7907

Totalinterestcost $25 $10887 $15925 $9542 $22007 $23015

8.00% UNSECURED CONVERTIBLE NOTES InApril 2009 we completed aprivate offering of

$240 million of 8.00% unsecured convertible notes 8.00% Unsecured Convertible Notes

The 800% Unsecured Convertible Notes had an initial conversion rate of approximately

24.1546 shares of common stock per $1000 principal amount of the 8.00% Unsecured

Convertible Notes representing conversion price of approximately $41.40 per share of our

common stock The conversion rate of the 8.00% Unsecured Convertible Notes is subject to

adjustments for certain events including but not limited to certain cash dividends on our

common stock in excess of $0.35 per share per quarter and dividends on our common stock

payable in shares of our common stock As of December31 2011 the 8.00% Unsecured

Convertible Notes had conversion rate of approximately 24.3480 shares of common stock

per $1000 principal amount of the 8.00% Unsecured Convertible Notes which is equivalent

to conversion price of approximately $41.07 per share of our common stock

8.00% UNSECURED CONVERTIBLE NOTES 3.70% UNSECURED CONVERTIBLE NOTES

2010 2011 2010

Our 3.70% Unsecured Convertible Notes require that upon conversion the entire principal amount is to be settled in cash

and any eucess value above the principal amount if applicable is to be settled in shares of our common stock Based on the

December 312011 and 2010 closing prices of our common stock of $68.97 and $73.26 respectively and the conversion

price of our 3.70% Unsecured Convertible Notes of $117.36 as of December 312011 and 2010 the it-converted value of the

notes did not eoceed the principal amount as of December 31.2011 or 2010 and accordingly no shares of our common stock

would have been issued if the notes were settled on December 312011 or 2010
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In June2010 we completed an exchange of our 8.00% Unsecured Convertible Notes

for shares of our common stock and cash the Exchange Offer The termsof the Exchange

Offer included an offer price per $1000 principal amount of our outstanding unsecured

convertible notes of an equivalent number of common shares per bond allowed for under the

holder conversion option or 24.1546 shares plus cash premium of $180 Upon completion

of the Exchange Offer we retired approximately $232.7 million of our 8.00% Unsecured

Convertible Notes representing approximately 97% of the $240.0 million aggregate principal

amount of our 8.00% Unsecured Convertible Notes outstanding prior to the Exchange Offer

in exchange for 5620256 shares of our common stock and cash payments of approximately

$41.9 million Additionally we paid approximately $3.1 million in accrued and unpaid

interest on the retired portion of our 8.00% Unsecured Convertible Notes to but excluding

the settlement date

Upon completion of the Exchange Offer the total value of the consideration of the

Exchange Offer was allocated to the extinguishment of the liability component equal to

the fair value of that component immediately prior to extinguishment with the difference

between this allocation and the net carrying amount of the liability component and

unamortized debt issuance costs recognized as loss on early extinguishment of debt The

remaining settlement consideration of approximately $196.8 million was allocated to the

reacquisition of the equity component and was recognized as reduction of Alexandria

Real Estate Equities Inc.s stockholders equity In connection with the Exchange Offer we

recognized loss on early extinguishment of debt of approximately $41.5 million including

approximately $4.7 million in unamortized issuance costs The loss was classified as loss on

early extinguishment of debt on the accompanying consolidated income statements for the

year ended December 312010

In July2010 we repurchased in privately negotiated transaction an additional

$7.1 million of our 8.00% Unsecured Convertible Notes for an aggregate cash price of

approximately $12.8 million the 8.00% Repurchase Upon completion of the 8.00%

Repurchase the total value of the consideration of the 8.00% Repurchase was allocated

to the extinguishment of the
liability component equal to the fair value of that component

immediately prior to extinguishment with the difference between this allocation and the net

carrying amount of the
liability component and unamortized debt issuance costs recognized

as loss on early extinguishment of debt The remaining settlement consideration of

approximately $5.2 million was allocated to the reacquisition of the equity component and

was recognized as reduction of Alexandria Real Estate Equities Inc.s stockholders equity

As result of the 8.00% Repurchase we recognized loss on early extinguishment of debt

of approximately $1.3 million including approximately $140000 in unamortized issuance

costs The loss was classified as loss on early extinguishment of debt on the accompanying

consolidated income statements for the year ended December31 2010

As of December 312011 $250000 principal amount of our 8.00% Unsecured

Convertible Notes remained outstanding
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3.70% UNSECURED CONVERTIBLE NOTES InJanuary 2007 wecompletedapnvate

offering of $460 million of 3.70% Unsecured Convertible Notes Prior to January 152012

we will not have the right to redeem the 3.70% Unsecured Convertible Notes except to

preserve our qualification as REIT On and after that date we have the right to redeem the

3.70% Unsecured Convertible Notes in whole or in part at any time and from time to time

for cash equal to 100% of the principal amount of the 3.70% Unsecured Convertible Notes

to be redeemed plus any accrued and unpaid interest to but excluding the redemption

date Holders of the 3.70% Unsecured Convertible Notes may require us to repurchase

their notes in whole or in part on January 1520122017 and 2022 for cash equal to 100%

of the principal amount of the notes to be purchased plus any accrued and unpaid interest

to but excluding the repurchase date Holders of the 3.70% Unsecured Convertible

Notes may require us to repurchase all or portion of their notes upon the occurrence of

specified corporate transactions each Fundamental Change including change in

control certain merger or consolidation transactions or the liquidation of the Company

at repurchase price in cash equal to 100% of the principal amount of the notes to be

repurchased plus any accrued and unpaid interest to but excluding the Fundamental

Change repurchase date

At issuance the 3.70% Unsecured Convertible Notes had an initial conversion rate of

approximately 8.4774 shares of common stock per $1000 principal amount of the 3.70%

Unsecured Convertible Notes representing conversion price of approximately $117.96

per share of our common stock The conversion rate of the 3.70% Unsecured Convertible

Notes is subject to adjustments for certain events including but not limited to certain cash

dividends on our common stock in excess of $0.74 per share per quarter and dividends on

our common stock payable in shares of our common stock As of December31 2011 the

3.70% Unsecured Convertible Notes had conversion rate of approximately 8.5207 shares

of common stock per $1000 principal amount of the 3.70% Unsecured Convertible Notes

which is equivalent to conversion price of approximately $117.36 per share of our common

stock

Holders of the 3.70% Unsecured Convertible Notes may convert their notes into cash

and if applicable shares of our common stock prior to the stated maturity of January 15

2027 only under the following circumstances during any calendar quarter after the

calendar quarter ending March31 2007 if the closing sale price of our common stock for each

of 20 or more trading days in period of 30 consecutive trading days ending on the last trading

day of the immediately preceding calendar quarter exceeds 120% of the conversion price in

effect on the last trading day of the immediately preceding calendar quarter during the

five consecutive business days immediately after any five consecutive trading day period the

3.70% Unsecured Convertible Note Measurement Period in which the average trading

price per $1000 principal amount of 3.70% Unsecured Convertible Notes was equal to or less

than 98% of the average conversion value of the 3.70% Unsecured Convertible Notes during

the 3.70% Unsecured Convertible Note Measurement Period upon the occurrence of

Fundamental Change if we call the 3.70% Unsecured Convertible Notes for redemption

and at any time from and including December 152026 until the close of business on the

business day immediately preceding January 15 2027 or earlier redemption or repurchase

In April2009 we repurchased in privately negotiated transactions certain of our 3.70%

Unsecured Convertible Notes aggregating approximately $75 million at an aggregate cash

price of approximately $59.2 million As result of the repurchases we recognized gain on

early extinguishment of debt of approximately $11.3 million net of approximately $860000

in unamortized issuance costs The gain was classified as gain on early extinguishment of

debt on the accompanying consolidated income statements for the year ended

December 312009
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In December2010 we repurchased in privately negotiated transactions certain

of our 3.70% Unsecured Convertible Notes aggregating approximately $82.8 million in

principal amount at an aggregate cash price of approximately $84.6 million the 2010

3.70% Repurchases Upon completion of the 20103.70% Repurchases the total value

of the consideration of the 20103.70% Repurchases was allocated to the extinguishment

of the
liability component equal to the fair value of that component immediately prior to

extinguishment with the difference between this allocation and the net carrying amount

of the
liability component and unamortized debt issuance costs recognized as loss on

early extinguishment of debt The remainingsettlement consideration of approximately

$1.7 million was allocated to the reacquisition of the equity component and was recognized

as reduction of Alexandria Real Estate Equities Inc.s stockholders equity As result

of the 20103.70% Repurchases we recognized loss on early extinguishment of debt of

approximately $2.4 million net of approximately $0.4 million in unamortized issuance

costs The loss was classified as loss on early extinguishment of debt on the accompanying

consolidated income statements for the year ended December31 2010

During the year ended December 312011 we repurchased in privately negotiated

transactions additional 3.70% Unsecured Convertible Notes aggregating approximately

$217.1 million in principal amount at an aggregate cash price of approximately $221.4

million Upon completion of these repurchases the total value of the consideration of the

repurchases was allocated to the extinguishment of the liability component equal to the fair

value of that component immediately prior to extinguishment with the difference between

this allocation and the net carrying amount of the liability component and unamortized

debt issuance costs recognized as loss on early extinguishment of debt The remaining

settlement consideration of approximately $3.0 million was allocated to the reacquisition of

the equity component and was recognized as reduction of Alexandria Real Estate Equities

Inc.s stockholders equity As result of these repurchases we recognized an aggregate loss

on early extinguishment of debt of approximately $5.2 million including approximately

$0.7 million in unamortized issuance costs

The following table outlines our interest expense for the years ended December31 2011

2010 and 2009 in thousands

YEARENOEDDECEMBER3S 2011 2010 2009

Gross interest $124499 $142477 $159 157

Capitaltzed interest 61.056 72.835 76.884

lnterestexpense 63443 69.642 82273

Includes interest expense related to and classified in discontinued operations
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NOTE

Accounts Payable Accrued Expenses

and Tenant Security Deposits

The following table summarizes the components of accounts payable accrued expenses and

tenant security deposits as of December 312011 and 2010 in thousands

DECEMBER 31 2011 2010

Accountspayableandaccruedexpenses 86419 71954

Accrued construction
37016 33466

Acquired above and below market leases 17.921 27.266

Conditional asset retirementobligations
10215 10323

Deferred rent liability
30.493 27.905

Interest rate swap liabilities 32.980 44645

Prepaid rent and tenant security deposits 103.4.86 79.909

Otherliabilities 6863 8.789

Total $325393 $304257

Some of our properties may contain asbestos which under certain conditions

requires remediation Although we believe that the asbestos is appropriately contained in

accordance with environmental regulations our practice is to remediate the asbestos upon

the development or redevelopment of the affected property We recognize liability
for the

fair value of conditional asset retirement obligation including asbestos when the fair value

of the liability can be reasonably estimated In addition for certain properties we have not

recognized an asset retirement obligation when there is an indeterminate settlement date

for the obligation because the period in which we may remediate the obligation may not be

estimated with any level of precision to provide for meaningful estimate of the retirement

obligation These conditional asset retirement obligations are included in the table above
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NOTE

Interest Rate Swap Agreements

During the years ended December 312011 2010 and 2009 our interest rate swap agreements

were used primarily to hedge the variable cash flows associated with certain of our existing

LIBOR-based variable rate debt including our unsecured line of credit and unsecured bank

term loans As required by ASC 815 Derivatives and Hedging the ineffective portion of the

change in fair value of our interest rate swap agreements is recognized directly in earnings

During the years ended December31 20112010 and 2009 our interest rate swap agreements

were 100% effective because of this no hedge ineffectiveness was recognized in earnings

The effective portion of changes in the fair value of our interest rate swap agreements

that are designated and that qualify as cash flow hedges is recorded in accumulated other

comprehensive loss

The following table reflects the effective portion of the unrealized loss recognized in

other comprehensive loss for our interest rate swaps related to the change in fair value for the

years ended December 312011 and 2010 in thousands

DECEMBER31 2011 2010

Unrealized loss recognized in other comprehensive loss related to $9630 $25393
the effective portion of changes in the fairvalue of

our interest rate swap agreements

Losses are subsequently reclassified into earnings in the period during which the

hedged forecasted transactions affect earnings During the next 12 months we expect to

reclassify approximately $19.1 million from accumulated other comprehensive loss to

interest expense as an increase to interest expense The following table reflects the location in

the consolidated statements of income and the effective portion of the loss reclassified from

accumulated other comprehensive income into earnings for our cash flow hedge contracts for

the years ended December 3120112010 and 2009 in thousands

YEARENDEDDECEMBER31 2011 2010 2009

Loss reclassified from other comprehensive loss to
earnings $21.457 $30629 $38867

as an increase to interest expense effective portion

As of December 312011 and 2010 our interest rate swap agreements were classified

in accounts payable accrued expenses and tenant security deposits based upon their

respective fair values aggregating liability balance of approximately $33.0 million and

$44.6 million respectively which included accrued interest and adjustments for non

performance risk with the offsetting adjustment reflected as unrealized loss in accumulated

other comprehensive loss in total equity We have not posted any collateral related to our

interest rate swap agreements
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We had the following outstanding interest rate swap agreements that were designated as

cash flow hedges of interest rate risk as of December31 2011 in thousands

TRANSACTION

DATE

EFFECTIVE TERMINATION INTEREST FAIR VALUE

DATE DATE PAY RATE AS OF 12/31/11

NOTIONAL AMOUNT IN

EFFECT AS OF DECEMRER 31

2011 2012 2013

December2006 December2g2006 March3l.2014 4.990% 4.968 50000

October2007 October3l2007 September3o2012 4.546 1.559 50000

October2007 October31 2007 September 30 2013 4.642 3625 50000

October2007 Julyl2008 March3l2013 4.622 1298 25000

October2007 JuIyl2008 March3l2013 4.625 1299 25000

December2006 November302009 March3l2014 5.015 7494 75.000

December2006 NoVember302009 March3l2014 5.023 7.507 75.000

December 2006 December 31 2010 October 31 2012 5.015 3.879 100.000

December2011 December30.2011 December3l2012 0.480 76 250000

December2011 December302011 December3l2012 0.480 75 250.000

December2011 December302011 December3l2012 0.480 38 125000

December2011 December302011 December3l2012 0.480 38 125.000

December2011 December3o2011 December3l2012 0.495 57 125.000

December2011 December30 2011 December31 2012 0.508 73 125.000

December2011 December 31 2012 December 31 2013 0.640 136

December2011 December 31 2012 December 31 2013 0.640 131

December2011 December31 2012 December31 2013 0.644 72

December2011 December31 2012 December31 2013 0.644 73

December2011 December 31 2013 December31 2014 0.977 301

December2011 December 31 2013 December 31 2014 0.976 281

50.000

50.000

25000

25.000

75.000

75000

250000

250000

125.000

125000

50.000

75000

75.000

250000

250000

Total $32980 $1450000 $1050000 $700000

Interest pay rate represents the interest rate we will pay tsr one month LIBOR under the applicable interest rate swap

agreement.This rate does not include any spread in addition to one month LIBOR that is due monthly as interest eopense

Including accrued interest and credit valuation ASC 820 Fair Value Measurements and Disclosures adjustment

NOTE

Fair Value of Financial Instruments

We are required to disclose fair value information about all financial instruments whether or not

recognized in the balance sheet for which it is practicable to estimate fair value We measure

and disclose the estimated fair value of financial assets and liabilities utilizing fair value

hierarchy that distinguishes between data obtained from sources independent of the reporting

entity and the reporting entitys own assumptions about market participant assumptions

This hierarchy consists of three broad levels quoted prices in active markets for identical

assets or liabilities significant other observable inputs and significant unobservable

inputs Significant other observable inputs can include quoted prices for similar assets or

liabilities in active markets as well as inputs that are observable for the asset or liability such as

interest rates foreign exchange rates and yield curves that are observable at commonly quoted

intervals Significant unobservable inputs are typically based on an entitys own assumptions

since there is little if any related market activity In instances in which the determination of the

fair value measurement is based on inputs from different levels of the fair value hierarchy the

level in the fair value hierarchy within which the entire fair value measurement falls is based

on the lowest level of input that is significant to the fair value measurement in its entirety Our

assessment of the significance of particular input to the fair value measurement in its entirety

requires judgment and considers factors specific to the asset or liability
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The following tables set forth the assets and liabilities that we measure at fair value on

recurring basis by level within the fair value hierarchy as of December 312011 and 2010 in

thousands

DECEMBER 31 2011

QUOTED PRICES IN

ACTIVE MARKETS

FOR IDENTICALAS5ET5

OR LIABILITIES

SIGNIFICANT

OTHER OBSERVABLE

INPUTS

SIGNIFICANT

UNOBSERVABLE

INPUTSDESCRIPTION TOTAL

Assets

Availableforsale securities 6.235 $6235

Liabilities

lnterestrateswapagreements $32980 $32980

DECEMBER 31 2010

QUOTED PRICES IN

ACTIVE MARKETS SIGNIFICANT SIGNIFICANT

FOR IDENTICALASSETS OTHER OBSERVABLE UNOBSERVABLE

DESCRIPTION TOTAL OR LIABILITIES INPUTS INPUTS

Assets

Availableforsale securities 8033 $8033

Liabilities

lnterestrateswapagreements $44645 $44645

The carrying amounts of cash and cash equivalents restricted cash tenant receivables

other assets accounts payable accrued expenses and tenant security deposits approximate

fair value As further described in Notes and our available for sale securities and our

interest rate swap agreements respectively have been recorded at fair value The fair values

of our secured notes payable unsecured line of credit unsecured bank termloans and

unsecured convertible notes were estimated using significant other observable inputs

such as available market information and discounted cash flow analyses based on borrowing

rates we believe we could obtain with similar terms and maturities Because the valuations

of our financial instruments are based on these types of estimates the actual fair value of

our financial instruments may differ materially if our estimates do not prove to be accurate

Additionally the use of different market assumptions or estimation methods may have

material effect on the estimated fair value amounts

As of December 31 2011 and 2010 the book and fair values of our available for sale

securities interest rate swap agreements secured notes payable unsecured line of credit

unsecured bank term loan and unsecured convertible notes were as follows in thousands

2011 2010

DECEMBER31 BOOKVALUE FAIR VALUE BOOKVALUE FAIRVALUE

Availableforsale securities 6.235 6235 8033 8033

lnterestrateswapagreements 32980 32980 44645 44645

Secured notes payable 724305 810128 790869 865939

Unsecured line of credit and unsecured bank term loans 1970000 1982700 1498000 1438751

Unsecured convertible notes 84959 85221 295293 302486
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NOTE 10

Earnings Per Share

We use income from continuing operations attributable to Alexandria Real Estate Equities

Inc.s common stockholders as the control number in determining whether potential

common shares including potential common shares issuable upon conversion of our

8.00% Unsecured Convertible Notes are dilutive or antidilutive to earnings loss per share

Pursuant to the presentation and disclosure literature on gains/losses on sales or disposals

by REITs and earnings per share required by the Securities and Exchange Commission

SEC and the FASB gains or losses on sales or disposals by REIT that do not qualify as

discontinued operations are classified below income from discontinued operations in the

statement of income and included in the numerator for the computation of earnings per share

for income from continuing operations The land parcels we sold during the years ended

December 312011 and 2010 did not meet the criteria for discontinued operations because

the parcels did not have any significant operations prior to disposition Accordingly for the

years ended December 312011 and 2010 we classified the $46000 gain and $59.4 million

gain respectively on sales of land parcels below income from discontinued operations net

in the consolidated statements of income and included the gain in income from continuing

operations attributable to Alexandria Real Estate Equities Inc.s common stockholders the

control number or numerator for the computation of earnings per share

We account for unvested restricted stock awards that contain nonforfeitable rights

to dividends as participating securities and include these securities in the computation of

earnings per share using the two-class method Under the two-class method we allocate net

income after preferred stock dividends and amounts attributable to noncontrolling interests

to common stockholders and unvested restricted stock awards based on their respective

participation rights to dividends declared or accumulated and undistributed earnings

Diluted earnings per share is computed using the weighted average shares of common stock

outstanding determined for the basic earnings per share computation plus the effect of any

dilutive secunties includinZ the dilutive effect of stock options using the treasury stock method

The following table is reconciliation of the numerators and denominators of the basic

and diluted earnings per share computations for the years ended December 3120112010

and 2009 dollars in thousands except per share amounts
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YEARENDEDDECEMBER31 2011 2010 2009

Earnings per share basic

lncomefromcontinuingoperations 136235 78474 135016

Gain on sale of land parcels 46 59442

Net income attributable to noncontrolling interests 3.975 3729 7.047

Dividends on preferred stock 28.357 28357 28357

Net income attributable to unvested restricted stock awards 1088 995 1.270

Income from continuingoperations attributableto Alexandria Real Estate 102.861 104835 98342

Equities Inc.s common stockholders basic

Loss income from discontinued operations net 888 1.106 6.632

Net income attributable to Alexandria Real Estate Equities Inc.s

common stockholders 101973 105941 104974

Weighted average shares of common stock outstanding basic 59.066.812 48375.474 38586909

Earnings per share attributable to Alexandria Real Estate EquitiesInc.s

common stockholders basic

Continuingoperations 1.75 2.17 2.55

Discontinued operations net 0.02 0.02 0.17

Earningspersharebasic 1.73 2.19 2.72

Earnings per share diluted

Incomefromcontinuingoperations 136.235 78474 135.016

Gainonsaleoflandparcels 46 59442

Net incomeattributableto noncontrolling interests 3.975 3729 7047

Dividendson preferred stock 28357 28357 28357

Net income attributable to unvested restricted stock awards 1088 995 1270

Incomefrom continuing operationsattributableto Alexandria Real Estate 102.861 104835 98342

Equities Inc.s common stockholders diluted

Loss incomefrom discontinued operations net 888 1106 6.632

Net incomeattributabletoAlexandria Real Estate Equities Inc.s

common stockholders 101.973 105.941 104974

Weighted average shares of common stockoutstanding basic 59.066812 48375.474 38.586.909

Dilutive effect of stock options 10.798 29.566 13160

Weighted average shares of common stock outstanding diluted 59077610 48405.040 38600069

Earnings pershare attributable to Alexandria Real Estate Equities Inc.s

common stockholders diluted

Continuingoperations 1.75 2.17 2.55

Discontinuedoperationsnet 0.02 0.02 0.17

Earnings per sharediluted 1.73 2.19 2.72

We apply the if-converted method of accounting for our 8.00% Unsecured Convertible

Notes that were issued in April2009 In applying the if-converted method of accounting

conversion is assumed for purposes of calculating diluted earnings per share if the effect is

dilutive to earnings per share If the assumed conversion pursuant to the if-converted method

of accounting is dilutive diluted earnings per share would be calculated by adding back

interest charges applicable to our 8.00% Unsecured Convertible Notes to the numerator and

our 8.00% Unsecured Convertible Notes would be assumed to have been converted at the

beginning of the period presented or from the date of issuance if occurring on date later

than the date that the period begins and the resulting incremental shares associated with the

assumed conversion would be included in the denominator Furthermore we assume that

our 8.00% Unsecured Convertible Notes are converted for the period prior to any retirement

or actual conversion if the effect of such assumed conversion is dilutive and any shares of
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common stock issued upon retirement or actual conversion are included in the denominator

for the period after the date of retirement or conversion For purposes of calculating diluted

earnings per share we did not assume conversion of our 8.00% Unsecured Convertible Notes

for the years ended December 3120112010 and 2009 since the impact was antidilutive

to earnings per share attributable to Alexandria Real Estate Equities Inc.s common

stockholders from continuing operations during those periods

We also apply the if-converted method of accounting to our 7.00% series cumulative

convertible preferred stock Series Convertible Preferred Stock For purposes of

calculating diluted earnings per share we did not assume conversion of our Series

Convertible Preferred Stock for the years ended December 3120112010 and 2009 because

the impact was antidilutive to earnings per share attributable to Alexandria Real Estate

Equities Inc.s common stockholders from continuing operations during those periods

Our calculation of weighted average diluted shares will include additional shares

related to our 3.70% Unsecured Convertible Notes when the average market price of our

common stock is higher than the conversion price $117.36 as of December 312011 The

number of additional shares that will be included in the weighted average diluted shares

is equal to the number of shares that would be issued upon the settlement of the 3.70%

Unsecured Convertible Notes assuming the settlement occurred at the end of the reporting

period pursuant to the treasury stock method For the years ended December 3120112010

and 2009 the weighted average shares of common stock related to our 3.70% Unsecured

Convertible Notes have been excluded from diluted weighted average shares of common

stock because the average market price of our common stock was lower than the conversion

price and the impact of conversion would have been antidilutive to earnings per share

attributable to Alexandria Real Estate Equities Inc.s common stockholders from continuing

operations during those periods

NOTE 11

Net Income Attributable to

Alexandria Real Estate Equities Inc

The following table shows income loss from continuing and discontinued operations

attributable to Alexandria Real Estate Equities Inc for the years ended December 312011

2010 and 2009 in thousands

VEARENDEDDECEMBER31 2011 2010 2009

Income from continuingoperations $136235 78.474 $135016

Less net income attributable to noncontrolling interests 3975 3729 7.047

Add gain on sale of land parcels 46 59.442

Income from continuingoperationsattributable
to Alexandria Real Estate Equities Inc $132306 $134187 $127969

Loss incomefrom discontinued operations net 888 1.106 6.632

Less net income attributable to noncontrolling interests

Loss income from discontinued operations attributableto Alexandria Real Estate Equities Inc net 888 1.106 6.632

Net income attributable to Alexandria Real Estate Equities Inc $131418 $135293 $134601
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NOTE 12

Income Taxes

We are organized and qualify as REIT pursuant to the Internal Revenue Code of 1986 as

amended the Code Under the Code REIT that distributes 100% of its taxable income

to its stockholders each year and that meets certain other conditions is not subject to federal

income taxes but could be subject to certain state and local taxes We have distributed

100% or more of our taxable income Therefore no provision for federal income taxes is

required We file tax returns including returns for our subsidiaries with federal state and

local jurisdictions including jurisdictions located in the United States Canada China India

and other international locations Our tax returns are subject to examination in various

jurisdictions for the calendar years 2007 through 2011

We recognize tax benefits of uncertain tax positions only if it is more likely than not

that the tax position will be sustained based solely on its technical merits with the taxing

authority having full knowledge of all relevant information The measurement of tax benefit

for an uncertain tax position that meets the more likely than not threshold is based on

cumulative probability model under which the largest amount of tax benefit recognized is the

amount with greater than 50% likelihood of being realized upon ultimate settlement with

the taxing authority having full knowledge of all the relevant information As of December 31

2011 there were no unrecognized tax benefits We do not anticipate significant change to

the total amount of unrecognized tax benefits within the next 12 months

Interest expense and penalties if any would be recognized in the first period during

which the interest or penalty would begin accruing according to the provisions of the relevant

tax law at the applicable statutory rate of interest We did not incur any material tax related

interest expense or penalties for the years ended December 3120112010 or 2009

The following reconciles GAAP net income to taxable income as filed with the Internal

Revenue Service the IRS for the years ended December 312010 and 2009 in thousands

and unaudited

YEARENOEDDECEMBER31 2010 2009

Netincome $139022 141648

Netincome attributabletononcontrollinginterests 3729 7.047

Book/tax differences

Rental revenue recognition 19155 15460

Depreciation and amortization 1410 2864

Gains/lossesfrom capitaltransactions 4.782 7694

Stock-based compensation 6179 11.738

Interest expense 3659 8059

Salesof property 39444 537

Other net 2799 2.892

Taxable income before dividend deduction 83.139 114561

Dividend deduction necessarytoeliminatetaxable incomet 83139 114.561

Estimated income subjectto federal income tax

Total distributions paid were approximately $96.2 million and $115.0 million forthe years ended December 312010 and

2009 respectively

We distributed all of our REIT taxable income in 2010 and 2009 and as result did

not incur federal income tax in those years on such income For the year ended December

312011 we expect our distributions to exceed our REIT taxable income and as result do

not expect to incur federal income tax on such income We expect to finalize our 2011 REIT

taxable income in connection with our 2011 federal income tax return which will be prepared

and filed with the IRS in 2012
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The income tax treatment of distributions and dividends declared on our common

stock our Series Preferred Stock and our Series Convertible Preferred Stock for the years

ended December 3120112010 and 2009 was as follows

COMMON STOCK SERIES PREFERREO STOCK SERIES PREFERRED STOCK

YEARENDEDDECEMBER31 2011 2010 2009 2011 2010 2009 2011 2010 2009

Ordinaryincome 95.7% 77.2% 98.8% 98.6% 100.0% 100.0% 98.6% 100.0% 100.0%

Return of capital 3.0 22.8 1.2

CapitalgainSatl5% 1.3 1.4 1.4

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Dividendsdeclared $1.86 $1.50 $1.85 $2.09375 $209375 $209375 $1.75 $1.75 $1.75

Our tax return for 2011 is due on or before September 15 2012 assuming we file for an

extension of the due date The taxability information presented for our dividends paid in 2011

is based upon managements estimate Our tax returns for previous tax years have not been

examined by the IRS Consequently the taxability of distributions and dividends is subject to

change The income tax treatment information provided above is unaudited

NOTE 13

Commitments and Contingencies

EMPLOYEE RETIREMENT SAVINGS PLAN We have retirement savings plan pursuant

to Section 401k of the Internal Revenue Code whereby our employees may contribute

portion of their compensation to their respective retirement accounts in an amount not to

exceed the maximum allowed under the Internal Revenue Code In addition to employee

contributions we have elected to provide discretionary profit sharing contributions subject

to statutory limitations which amounted to approximately $1.3 million $1.4 million and

$0.8 million for the years ended December 3120112010 and 2009 respectively Employees

who participate in the plan are immediately vested in their contributions and in the

contributions of the Company

CONCENTRATION OF CREDIT RISK We maintain ourcash andcash equivalents atinsured

financial institutions The combined account balances at each institution periodically exceed

FDIC insurance coverage of $250000 and as result there is concentration of credit risk

related to amounts in excess of FDIC insurance coverage We have not experienced any losses

to date on our invested cash

We are dependent on rental income from relatively few tenants in the life science

industry The inability of any single tenant to make its lease payments could adversely affect

our operations As of December 31 2011 we held 474 leases with total of 388 tenants and 69

of our 173 properties were each leased to single tenant As of December31 2011 our three

largest tenants accounted for approximately 13.6% of our aggregate annualized base rent

COMMITMENTS As of December31 2011 remainingaggregate costs under contract for the

construction of properties undergoing development and redevelopment and generic life

science laboratory infrastructure improvements under the termsof leases approximated

$255.3 million We expect payments for these obligations to occur over the next one to three

years subject to capital planning adjustments from time to time We were also committed to

fund approximately $57.3 million for certain investments over the next six years
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wholly owned subsidiary of the Company previously executed ground lease as

ground lessee for the development site in New York City located at and adjacent to 450 East

29th Street That ground lease requires the construction of second building approximating

407000 rentable square feet to commence no later than October 312013 Commencement

of construction of the second building includes among other things site preparation in order

to accommodate construction crane erection of construction crane renewal of permits

and updating of the construction plans and specifications The ground lease provides further

that substantial completion of the second building occur by October 312015 requiring

satisfying conditions that include substantially completed construction in accordance with

the plans and the issuance of either temporary or permanent certificates of occupancy for the

core and shell The ground lease also provides that by October 312016 the ground lessee

obtain temporary or permanent certificate of occupancy for the core and shell of both the

first building which has occurred and the second building In each case the target dates

above are subject to force majeure to contractual cure rights to other legal remedies available

to ground lessees generally and to change for any reason by agreement between both parties

under the ground lease Lastly if the above dates are not met the ground lease provides

contractual cure rights and the ground lease does not provide for the payment of additional

rent late fee or other monetary penalty

RENTAL EXPENSE Our rental expense attributable to continuing operations for the years

ended December31 20112010 and 2009 was approximately $10.2 million $8.8 million and

$8.2 million respectively These rental expense amounts include certain operating leases

for our headquarters and field offices and ground leases for 21 of our properties and six land

development parcels Ground leases generally require fixed annual rent payments and may

also include escalation clauses and renewal options Future minimum lease obligations

under non-cancelable ground and other operating leases as of December31 2011 were as

follows in thousands

YEAR OFFLCE LEASES GROUND LEASES TOTAL

2012 $1354 11222 12576

2013 783 11194 11977

2014 819 9906 10725

2015 862 9748 10610

2016 898 10467 11365

Thereafter 2794 627828 630622

Total $7510 $680365 $687875

Our operating lease obligations have remaining lease terms ranging from less than one

year to 13 years exclusive of extension options Our ground lease obligations have remaining

lease termsfrom 22 to 99 years exclusive of extension options

NOTE 14

Stockholders Equity

ISSUANCES OF COMMON STOCK In May2011 we sold 6250651 shares ofourcommon

stock in follow-on offering including 750651 shares issued upon partial exercise of

the underwriters over-allotment option The shares were issued at price of $75.50 per

share resulting in aggregate proceeds of approximately $451.5 million after deducting

underwriters discounts and other offering costs

In September2010 we sold 5175000 shares of our common stock in follow-on

offering including 675000 shares issued upon full exercise of the underwriters over
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allotment option The shares were issued at price of $69.25 per share resulting in

aggregate proceeds of approximately $342.3 million after deducting underwriters discounts

and other offering costs

In June2010 we completed our Exchange Offer Pursuant to the terms of the Exchange

Offer we issued 5620256 shares of our common stock and paid approximately $41.9 million

in cash as consideration for the exchange of approximately $232.7 million of our 8.00%

Unsecured Convertible Notes See Note Secured and Unsecured Debt

In September2009 we sold 4600000 shares of our common stock in follow-on

offering including shares issued upon full exercise of the underwriters over-allotment

option The shares were issued at price of $53.25 per share resulting in aggregate proceeds

of approximately $233.5 million after deducting underwriters discounts and other offering

costs

In March 2009 we sold 7000000 shares of our common stock in follow-on offering

The shares were issued at price of $38.25 per share resulting in aggregate proceeds of

approximately $254.6 million after deducting underwriters discounts and other offering

costs

ACCUMULATED OTHER COMPREHENSIVE LOSS Accumulated othercomprehensiveloss

attributable to Alexandria Real Estate Equities Inc consists of the following as of December

312011 and 2010 in thousands

DECEMBER31 2011 2010

Unrealizedgainonmarketablesecurities 3834 6157

Unrealized loss on interest rate swap agreements 32980 44807

Unrealized loss gain on foreign currency
translation 5365 20.315

Total $34511 $18335

SERIES PREFERRED STOCK InJune2004 we completed apublic offeringof 5185500

shares of our Series Preferred Stock including the shares issued upon exercise of the

underwriters over-allotment option The shares were issued at price of $25.00 per

share resulting in aggregate proceeds of approximately $124.0 million after deducting

underwriters discounts and other offering costs The dividends on our Series Preferred

Stock are cumulative and accrue from the date of original issuance We pay dividends

quarterly in arrears at an annual rate of $2.09375 per share Our Series Preferred Stock has

no stated maturity is not subject to any sinking fund or mandatory redemption and was not

redeemable prior to June29 2009 except in order to preserve our status as REIT Investors

in our Series Preferred Stock generally have no voting rights We may at our option redeem

our Series Preferred Stock in whole or in part at any time for cash at redemption price of

$25.00 per share plus accrued and unpaid dividends

SERIES CONVERTIBLE PREFERRED STOCK InMarch andApril 2008 we completed

public offering of 10000000 shares of Series Convertible Preferred Stock The shares were

issued at price of $25.00 per share resulting in aggregate proceeds of approximately $242

million after deducting underwriters discounts and other offering costs The proceeds

from this offering were used to pay down outstanding borrowings on our unsecured line of

credit The dividends on our Series Convertible Preferred Stock are cumulative and accrue

from the date of original issuance We pay dividends quarterly in arrears at an annual rate

of $1.75 per share Our Series Convertible Preferred Stock has no stated maturity and is

not subject to any sinking fund or mandatory redemption provisions We are not allowed

to redeem our Series Convertible Preferred Stock except to preserve our status as REIT

Investors in our Series Convertible Preferred Stock generally have no voting rights On

or after April 202013 we may at our option be able to cause some or all of our Series

Convertible Preferred Stock to be automatically converted if the closing sale price per share
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of our common stock equals or exceeds 150% of the then-applicable conversion price of the

Series Convertible Preferred Stock for at least 20 trading days in period of 30 consecutive

trading days ending on the trading day immediately prior to our issuance of press release

announcing the exercise of our conversion option Holders of our Series Convertible

Preferred Stock at their option may at any time and from time to time convert some or all

of their outstanding shares
initially at conversion rate of 0.2477 shares of common stock

per $25.00 liquidation preference which was equivalent to an initial conversion price of

approximately $100.93 per share of common stock The conversion rate for the Series

Convertible Preferred Stock is subject to adjustments for certain events including but not

limited to certain dividends on our common stock in excess of $0.78 per share per quarter

and dividends on our common stock payable in shares of our common stock As of December

312011 the Series Convertible Preferred Stock had conversion rate of approximately

0.2480 shares of common stock per $25.00 liquidation preference which is equivalent to

conversion price of approximately $100.81 per share of common stock

PREFERRED STOCK AND EXCESS STOCK AUTHORIZATIONS Ourcharterauthorizes

the issuance of up to 100000000 shares of preferred stock of which 15185500 shares

were issued and outstanding as of December 312011 In addition 200000000 shares of

excess stock as defined are authorized none of which were issued and outstanding as of

December 312011

NOTE 15

Share-Based Compensation

STOCK PLAN We have stock option and incentive plan for the purpose of attracting and

retaining the highest-quality personnel providing for additional incentives and promoting

the success of our Company by providing employees the opportunity to acquire common

stock pursuant to options to purchase common stock and share awards In May2010

we amended and restated our stock option and incentive plan to increase the number of

shares reserved for the grant of awards implement fungible reserve and extend the term of

the stock plan until May2020 among other amendments As of December 312011 total of

1178441 shares were reserved for the granting of future options and share awards under the

stock plan

Options under our plan have been granted at prices that are equal to the market value

of the stock on the date of grant and expire 10 years after the date of grant The options

outstanding under the stock plan expire at various dates through October2012 We have not

granted any stock options since 2002

summary of the stock option activity under our stock plan and related information for

the years ended December 3120112010 and 2009 follows

2011 2010 2009

WEIGHTED WEIGHTED WEIGHTED

STOCK AVERAGE STOCK AVERAGE STOCK AVERAGE

YEAR ENDED DECEMBER 31 OPTIONS EXERCISE PRICE OPTIONS EXERCISE PRICE OPTIONS EXERCISE PRICE

Outstandingatbeginningof year 51850 $43.82 118.225 $43.55 186054 $43.88

Granted

Exercised 4.8350 43.88 66375 43.34 67.829 44.46

Forfeited

Outstanding at end of
year 3500 $42.93 51850 $43.82 118225 $43.55

Exercisable at end of year 3500 $42.93 51850 $43.82 118.225 $43.55
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The following table summarizes information about stock options outstanding and

exercisable as of December31 2011

WEIGHTED

AVERAGE

EXERCISE PRICES

WEIGHTED AVERAGE

REMAINING

CONTRACTUAL

LIPE IN YEARS

The aggregate intrinsic value of options outstanding as of December 312011 was

approximately $0.1 million

In addition the stock plan permits us to issue share awards to our employees and

non-employee directors share award is an award of common stock that may be fully

vested upon issuance or may be subject to the risk of forfeiture under Section 83 of the

Internal Revenue Code Shares issued generally vest over three-year period from the date

of issuance and the sale of the shares is restricted prior to the date of vesting The unearned

portion of these awards is amortized as stock compensation expense on straight-line basis

over the vesting period

As of December 312011 and 2010 there were 550763 and 489010 shares respectively

of nonvested awards outstanding During 2011 we granted 333479 shares of common stock

269076 share awards vested and 2650 shares were forfeited During 2010 we granted

308528 shares of common stock 271450 share awards vested and 3250 shares were

forfeited During 2009 we granted 312661 shares of common stock 331650 share awards

vested and 1250 shares were forfeited The weighted average grant-date fair value of share

awards granted during 2011 was approximately $75.32 per share and the total fair value of

share awards vested based on the market price on the vesting date was approximately $19.0

million As of December 31 2011 there was $19.3 million of unrecognized compensation

related to nonvested share awards under the stock plan which is expected to be recognized

over the next three years and has weighted average period of approximately 23 months

Capitalized stock compensation was approximately $8.5 million $8.4 million and $8.8

million during the years ended December 3120112010 and 2009 respectively and is

included as reduction of general and administrative expenses in the accompanying

consolidated statements of income

NOTE 16

Noncontrolling Interests

Noncontrolling interests are the third-party interests in certain entities in which we have

controlling interest These entities owned seven properties and three development

parcels as of December31 2011 and are included in our consolidated financial statements

Noncontrolling interests are adjusted for additional contributions and distributions the

proportionate share of the net earnings or losses and other comprehensive income or loss

Distributions profits and losses related to these entities are allocated in accordance with the

respective operating agreements

Certain of our noncontrolling interests have the right to require us to redeem their

ownership interests in the respective entities We classify these ownership interests in the

entities as redeemable noncontrolling interests outside of total equity in the accompanying

consolidated balance sheets Redeemable noncontrolling interests are adjusted for additional

contributions and distributions the proportionate share of the net earnings or losses and

other comprehensive income or loss Distributions profits and losses related to these entities

are allocated in accordance with the respective operating agreements If the carrying amount

RANGE OF

EXERCISE PRICE NUMBER OF OPTIONS

$42.74-$42.74 $42.74 1000 0.7

$43.OO-$43.OO 43.00 2.500 0.7

$42.74-$43.00 $42.93 3500 0.7
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of redeemable noncontrolling interest is less than the maximum redemption value at the

balance sheet date such amount is adjusted to the maximum redemption value Subsequent

declines in the redemption value are recognized only to the extent that previously recorded

increases have been recorded pursuant to the preceding sentence As of December 31 2011

and 2010 our redeemable noncontrolling interest balances were approximately $16.0

million and $15.9 million respectively Our remaining noncontrolling interests aggregating

approximately $42.6 million and $41.6 million as of December 31 2011 and 2010 respectively

do not have rights to require us to purchase their ownership interests and are classified in total

equity in the accompanying consolidated balance sheets

NOTE 17

Non-Cash 7Jansactions

During the year ended December31 2011 our non-cash transactions were composed of

approximately $15.0 million of acquired in-place leases associated with our acquisition of

409/499 Illinois Street in April2011

During the year ended December 312010 our non-cash transactions were composed

of the assumption of secured notes payable approximating $21.1 million and the value of

acquired above and below market leases aggregating approximately $7.0 million net below

market leases in connection with our 2010 acquisitions

NOTE 18

Discontinued Operations and Sales of Land Parcels

DISCONTINUED OPERATIONS The followingis summaryof loss income from

discontinued operations net for the years ended December31 2011 2010 and 2009 and net

assets of discontinued operations as of December 312011 and 2010 in thousands

YEARENDEDDECEMBER31 2011 2010 2009

Total revenues 1080 2349 $6479

Operatingexpenses 438 527 1050

Revenues less operating expenses 642 1822 5429

Interestexpense 36 133 162

Depreciation expense 500 607 1.262

Income from discontinued operations before non-cash impairment charge 106 1082 4.005

and gain/loss on sales of real estate

Non-cashimpairmentcharge 994

Gain on sales of real estate 24 2627

Lossincomefromdiscontinuedoperations net 888 1106 $6632

DECEMBER31 2011 2010

Properties heldfor sale net $15011 $18773

Otherassets 197 247

Totalassets 15208 19020

Securednotepayable 2237

Otherliabilities 298 467

Total liabilities 298 2704

Netassetsofdiscontinuedoperations $14910 $16316
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Loss income from discontinued operations net includes the results of operations of

three properties that were classified as held for sale as of December31 2011 and the results

of operations and gain on sale of real estate of one property during the year ended December

312011 During the year ended December 312010 we sold one property located in the

Seattle market that had been classified as held for sale as of December 312009

During the year ended December 312011 using the held for sale impairment model

we recognized non-cash impairment charge of approximately $1.0 million related to

30000 rentable square foot property located in the suburbs of Greater Boston to adjust the

carrying value to the estimated fair value less costs to sell This non-cash impairment charge

is classified in income from discontinued operations net in the accompanying consolidated

statements of income

SALE OF LAND PARC ELS Pursuant to the presentation and disclosure literature on gains

losses on sales or disposals by REITh required by the SEC gains or losses on sales or disposals

by REIT that do not qualify as discontinued operations are classified below income from

discontinued operations in the statement of income In August 2011 we completed the

sale of land parcel in San Diego for sale price of approximately $17.3 million at gain of

approximately $46000 The buyer is expected to construct building with approximately

249000 rentable square feet representing sale price of approximately $70 per rentable

square foot The land parcel we sold during the year ended December 312011 did not meet

the criteria for discontinued operations because the parcel did not have any significant

operations prior to disposition Accordingly for the year ended December 312011 we

classified the $46000 gain on sale of the land parcel below loss income from discontinued

operations net in the consolidated statements of income

During the year ended December 312010 we completed sales of land parcels in Mission

Bay San Francisco California for an aggregate sales price of approximately $278 million

at gain of approximately $59.4 million The land parcels we sold during the year ended

December31 2010 did not meet the criteria for discontinued operations because the parcels

did not have any significant operations prior to disposition Accordingly for the year ended

December 31 2010 we classified the $59.4 million gain on sales of the land parcels below

loss income from discontinued operations net in the consolidated statements of income
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NOTE 19

Quarterly Financial Data Unaudited

The following is summary of consolidated financial information on quarterly basis for

2011 and 2010 in thousands except per share amounts

2011 FIRST SECOND THIRD FOURTH

Revenues1 $139920 143551 $144193 $145779

Net income attributableto Alexandria Real Estate 24.365 25.986 24662 26960

Equities Inc.s common stockholders

Earnings per share attributable to Alexandria Real Estate

Equities Inc.s common stockholders

Basic 0.44 0.44 0.40 0.44

Diluted21 0.44 0.44 0.40 0.44

QUARTER

2010 FIRST SECOND THIRD FOURTH

Revenues11 $116117 116633 $121220 $131778

NetincomelossattributabletoAlexandria Real 20.542 20.393 22235 83241
Estate Equities Inc.s common stockholders

Earnings loss per share attributable to Alexandria Real Estate

Equities lnc.scommon stockholders

Basic121 0.47 0.45 0.45 1.52

Diluted121 0.47 0.45 0.45 1.52

All periods have been adiusted from amounts previously disclosed in our quarterly filings on Form 1O-Qs to reclassify

amounts related to discontinued operations See Note 18 Discontinued Operations and Sales of Land Parcels

Quarterly earnings per common share amounts may not total to the annual amounts due to rounding and due to the change

in the number of common shares outstanding

NOTE 20

Subsequent Event

As disclosed in Note any holder of our 3.70% Unsecured Convertible Notes has the option

to require the Company to purchase such notes or any portion thereof in integral multiples

of $1000 principal amount on each of January 152012 January 152017 and January

152022 In the event that any holder exercises this repurchase option the Company must

repurchase such notes at price payable in cash equal to the principal amount of such notes

plus accrued and unpaid interest as of the applicable option repurchase date During January

2012 we repurchased approximately $83.8 million of our 3.70% Unsecured Convertible

Notes at par pursuant to options exercised by holders thereof under the indenture governing

the notes We do not expect to recognize any gain or loss as result of this repurchase As of

February 212012 approximately $1.0 million of our 3.70% Unsecured Convertible Notes

remained outstanding
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Market for RegistrantsCommon Equity

Related Stockholder Matters and Issuer

Purchases of Equity Securities

ALEXANDRIA REAL ESTATE EQUITIES INC

Our common stock is traded on the NYSE under the symbol ARE On February 172012

the last reported sales price per share of our common stock was $72.82 and there were

approximately 278 holders of record of our common stock excluding beneficial owners

whose shares are held in the name of Cede Co..The following table sets forth the quarterly

high and low trading prices per share of our common stock as reported on the NYSE and

the distributions declared by us with respect to our common stock for each such period

distributions were paid in the quarter following the quarter in which the distribution

was declared

PERIOD HIGH LOW PER SHARE DISTRIBUTION

2011

Fourth Quarter $71.07 $56.10 $0.49

Third Quarter $85.33 $59.33 $0.47

Second Quarter $83.08 $75.09 $0.45

First Quarter $80.72 $72.99 $0.45

2010

Fourth Quarter $76.19 $65.60 $0.45

ThirdQuarter $73.89 $60.11 $0.35

SecondQuarter $75.18 $60.48 $0.35

First Quarter
$69.03 $55.54 $0.35

Future distributions on our common stock will be determined by and at the discretion of

our Board of Directors and will depend on number of factors including actual cash available

for distribution our financial condition and capital requirements the annual distribution

requirements under the REIT provisions of the Internal Revenue Code restrictions under

Maryland law and such other factors as our Board of Directors deems relevant To maintain

our qualification as REIT we must make annual distributions to stockholders of at least 90%

of our taxable income for the current taxable year determined without regard to deductions

for dividends paid and excluding any net capital gains Under certain circumstances we may

be required to make distributions in excess of cash flow available for distributions to meet

these distribution requirements In such case we may borrow funds or may raise funds

through the issuance of additional debt or equity capital No dividends can be paid on our

common stock unless we have paid full cumulative dividends on our Series Preferred Stock

and our Series Convertible Preferred Stock From the date of issuance of our preferred stock

through December 312011 we have paid full cumulative dividends on our Series Preferred

Stock and Series Convertible Preferred Stock We cannot assure our stockholders that we

will make any future distributions
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ALEXANDRIA REAL ESTATE EQUITIES INC NYSE ARE is the largest and leading

investment grade real estate investment trust focused principally on owning
operating and developing high-quality sustainable real estate for the life science

industry Founded in 1994 Alexandria has the first-mover advantage in every core

life science c4uster location including Greater Boston San Francisco San Diego

and New York City Alexandrias high-credit client tenants span the broad and diverse

life science industry including leading multinational pharmaceutical companies
academic and medical institutions public and private biotechnology entities

government research agencies medical device companies clean technology

companies venture capitalists and life science product and service companies
As the recognized real estate partner of the life science industry Alexandria has

superior track record in driving client tenant productivity and innovation through its

best-in-class laboratory and office space collaborative locations proximate to leading

research institutions unparalleled life science real estate expertise and services

and longstanding and expansive network in the life science community


